Now—is the Time 


for Incisive Action: 


Resumed business recovery and 
accompanying business expan- 
sion, world rearmameni and in- 
creased government spending 
have enhanced investment op- 
portunities considerably. They are 
open only, however, to these inves- 
tors who have sufficient foresight 
to act now. 


Present action calls for a sound in- 
vestment course—one which will 
permit you to take advantage of 


/ 


the profitable opportunities which 
are available at present—and over 
the important months ahead. To 
effectively do so, you will have to 
be thoroughly familiar with the 
quick succession of events in in- 
dustry, politics and foreign affairs 
as they take on new and greater 
significance. .. . You will have to 
know specific investment oppor- 
tunities as they are uncovered— 
and be equally aware of the secu- 
rities which should be avoided. 


Ride the Upswing Most Profitably 


this Important 


—with 


The Magazine of Wall Street will fulfill 
these essential requirements for you in 4 
ways. 1. Our Staff of Security Specialists 
will analyze the profitable market leaders 
for you when they appear—and also in- 
form you of the less favorable situations. 
2. We will keep you abreast of current de- 
velopments in business, industry and for- 


Service! 


eign affairs, with lucid interpretations of 
their relation to securities. 3. Through 
constant application of our reguar market 
forecasts you will be able to determine the 
most appropriate time to buy or sell. 
4. Our Personal Service Department will 
render you confidential advice by mail 
or wire on the securities you hold or con- 
template buying. 





Free! 


With your year's subscription to The Magazine of Wall Street, you will re- 
ceive-—FREE—the latest copy of our Weekly Trend Letter. This timely letter 
forecasting market trend is part of our $40 service and invaluable to you 


for judging market action. 











and Mail it TODAY! 


Consultation Privileges Through 7-29-MPG 


Personal Service Department The Magazine of Wall Street 


90 Broad Street, New York 


Enclosed find my remittance of $7.50 for which enter my subscrip- 
tion to The Magazine of Wall Street for one year—including free 
Personal Inquiry Service—and the latest copy of your “WEEKLY\ 


TREND LETTER.” 


Your subscription gives you the privilege of writing 
or wiring for personal opinions by our experts on 
listed stocks or bonds (as many as three each time 
and as often as you wish). 

Stock Price Paid 


Name 


Address .. 


$7.50 in U. S., 
other countries. 


Canada, and Pan-American countries. 








For the Businessman 
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MEN WANTED 
O. G. H. RASCH 
Pelican Publishing Co. $2.00 

Former professor of economics and mathe- 
matics, now vice-president of a progressive 
automotive accessories chain, writes for the 
store managers and salespersons setting forth 
the opportunities in the chain store field, and 
giving advice on training for the job. 


»>e«« 

AVAILABILITY OF BANK CREDIT, 1933-38 
National Industrial Conference Board $3.50 

Confidential reports of 1,755 business con- 
cerns of all sizes have been studied to see why 
loans were refused or restricted. Attention 
also given to government loans, and considera- 
tion is given legislation for small enterprises. 


»>e«« 


PUBLIC RELATIONS FOR BUSINESS 
MILTON WRIGHT 
Whittlesey House $3.00 
A book for the corporate executive who 
wishes to build up good-will of investors, em- 
ployees, and consumers. 
»»>e«< 


INSIDE ASIA 
JOHN GUNTHER 
Harper Bros. $3.50 


After almost a year of travel and observation 
in the East, the author gives us a picture of the 
economic, social, and political background of 
Asia, bringing personalities to the foreground. 

»»Oe«« 


COMMON STOCKS AND UNCOMMON 
SENSE 
CLARK BELDEN 
Coward-McCann $3.00 

An investor, willing to give time and thought 
to his problems, shows what can be done 


through intelligent application of ready-at-hand 
information. 


»»O@«K« 
TAX EXEMPTIONS 
Tax Policy League Inc. $3.00 


A collection of fifteen addresses on the cur- 
rent problem of tax exemption covering the 
generaly theory as well as specific cases of 
exemption. Generally opposed to further ex- 
tension of system, with reduction or abolition 
in certain instances. 

»»e«« 


ODD-LOT TRADING ON THE NEW YORK 
STOCK EXCHANGE 
CHAS. O. HARDY 
Brookings Institution $1.50 
; Through the cooperation of the three prin- 
cipal odd-lot dealers in N. Y. valuable statisti- 
cal data on trading has been gathered. Ex- 
plains system of buying and selling in odd-lots, 
its effect on movement of stock prices, and 
discusses plans and proposals for changes in 
present system. 

»»e«« 


NATIONAL INCOME IN THE UNITED 
STATES 1799-1938 


ROBERT MARTIN 


National Industrial Conference Board $3.50 


A very complete estimate of national income 
over a period of 140 years, broken down both 
as to kind and nature of origin. 

»»>e«K« 


THE NEW WALL STREET 
RUDOLPH L. WEISSMAN 
Harper Brothers $3.00 


A member of N. Y. Bar and former finan- 
cial editor writes frankly of the new Wall 
Street emerging as a result of restrictions and 
legislation imposed on it. Believes investor is 
now receiving a square deal under regulations 
of N. Y. Stock Exchange and SEC. 


These books may be obtained through The 
Magazine of Wall Street book service. 
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With T We Editors 





Q Realizable Asset 


THOsE of our staff who are respon- 
sible for getting together the figures 
in the Business Analyst section lead 
harried lives. The sheer volume of 
source-checking that must go on 
for each issue would be enough to 
dismay a Government income tax 
accountant, and it almost always 
happens that one late figure holds 
up the entire section just at the hour 
when everything should be clicking 
into place. Crop reports which are 
released about four o'clock in the 
afternoon are among the chronic 
offenders near press time. Confiden- 
tially, and this isn’t intended for the 
ears of the people we're talking 
about, they do a splendid job on 
the blue section. If any readers are 
skipping those figures as dull or stale 
they are making a mistake. 

Take the eight lines devoted to 
copper. Right there is the whole 
picture of what has been happening 
in a metal which frequently gives 
the clue to future industrial activity. 
Production, deliveries and stocks all 


make fine comparisons with a year 
ago, and last vear’s figures are there 
for you to see for yourself. Turn 
back a page to the automobile sec- 
tion. We all know that production 
is up, but did you realize the gains 
were so large? The figures on rail- 
road earnings may also be a sur- 
prise, if vou haven't kept up with 
them in each issue. 

A good many imvestors, particu- 
larly those who try for the shorter 
turns, prefer to judge prospects by 
market action rather than by the 
statistics of industry. Even they 
cannot afford to tgnore the blue see- 
tion, though, because it will give 
them some highly pertinent and 
practical information on what is ac- 
tually happening inside the market. 
The breakdown of the 316-stock 
Index into 43 separate groups sup- 
plies the only substitute for hunch- 
ing over a ticker all day or labori- 
cusly combing through quotations 
to get the feel of price trends. Any 
readers who have a leaning toward 


study of the market should make 
group action their number one sub- 
ject and should keep charts on at 
least the more important groups. 

Again on condition that it won't 
be mentioned to the men who make 
up the Business Analyst, we might 
tell a story on ourselves which will 
explain why the subject is in our 
minds. A typical office argument 
on the position of the farmer—what 
he gets from the Government, the 
prices he pays for his needs, and so 
forth—recently threatened to get 
out of hand. After a half-hour of 
fumbling among Department of 
Agriculture reports and other sta- 
tistics the actual state of affairs be- 
gan to emerge from the haze. Then 
it was gently pointed out by an 
intruder that the whole situation is 
given in six or seven lines of the 
Business Analyst. So we decided 
that as fellow-sinners we could talk 
turkey to the readers who may not 
even realize what the blue section 
has that they need. 
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Appraisal and Special Dividend Forecast 
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Part Il, August 12 Issue—Motors and Accessories, Steels, Movies, Foods, 


Liquor, Tires, Tobacco, Chemicals 


Part Ill, August 26 Issue—Metals, Oils, Building, Merchandising and Misc. 
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Charles Phelps Cushing Photo. 


Miscellaneous car loadings have been showing contra-seasonal gains and 
"all other" car loadings are at the highest level in four months. This 
speaks well for the trend of business, but the increase in rail earnings is 
being held down by substantially increased maintenance expenditures. 
See opposite page and also analysis of the railroad outlook in the Dividend 
Forecast section. 
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Questions of the Day 


To what extent is our economy dependent on 
consumer goods and is this type of demand broad 
enough to support a complete economic recovery? 


An illuminating break-down of our economy is pro- 
vided by the following estimates of 1938 dollar volume 
made by Simon Kuznets for the National Bureau of 
Economic Research—Flow of perishable commodities 
$25,502.000,000; semi-durable commodities, $8,992,000,- 
000; consumers’ durable commodities, $5,410,000,000; 
producers’ durable commodities, $5,164,000,000; residen- 
tial construction, $1,746,000,000; business construction, 
$1,952,000,000; public construction, $3,455,000,000. Vol- 
ume of consumer goods of all types greatly exceeds vol- 
ume of capital goods but this has always been true. Capi- 
tal goods are the tools for production of consumer goods 
and services. When our economy is functioning at full 
efficiency all of its main divisions complement each other. 
Rising demand for consumer goods creates demand for 
producer goods, while employment and income created 
by activity in producer goods further stimulates con- 
sumer purchasing power. As calculated by the Federal 
Reserve Bank of New York, volume of consumers’ dur- 
able goods in 1938 was only 46 per cent of normal, con- 
sumers’ non-durable goods 90 per cent and producers’ 
goods 70 per cent. In the best recent year, 1937, the 
Simon Kuznets estimates show that volume of consum- 
ers’ durable goods was 21.6 per cent under 1929, allow- 


ing for both population growth and price change, while 
volume of producers’ durable goods was only 4.8 per 
cent under 1929. These figures challenge the New Deal 
“purchasing power” theory, showing that both in 1937 
and 1938 consumer demand for durable goods was rela- 
tively more depressed than demand for producer goods. 
Demand for perishable goods, chiefly necessities of life, 
is naturally largely static and even though it is $25,000,- 
000,000 or more a year it can never bring prosperity. In 
the order named, our chief economic deficiencies appear 
to be in construction, consumers’ durable goods and 
producer goods. Consumer purchasing power created by 
the Government’s deficit spending policy can never close 
this gap by itself. 


Is not the record breaking inflation of high grade 
bond prices a danger signal for the stock market? 


There is only potential danger, rather than present 
danger, in the remarkably high level of gilt-edged bonds. 
As long as good bonds are at a high and rising level the 
basic implications are bullish on sound, dividend-paying 
common stocks. A serious decline in such bonds would, 
of course, unsettle the stock market. The pertinent 
question, then, is when and under what conditions will 
the bull market founded on Government bonds ter- 
minate? The answer is given, more fully than it can 
be presented here, in a special article on page 385. 
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Are improved railroad earnings of more than tem- 
porary significance and, if so, can the roads work 
out their own problems without major Government 
help? 


The most encouraging point in the current trend 
toward better rail earnings is that it has stubbornly con- 
tinued through several periods of doubt as to the general 
business outlook. What began as a bulge and might 
have ended in short order has now pretty well proved 
its right to the more dignified “trend” appellation. The 
results apparent in the figures for all Class 1 roads tell 
only part of the story, since they are handicapped by 
the inclusion of some lines which would not be expected 


to show much in the way of earning power until the 
recovery has gone a good deal further. Comparisons 
with a year earlier will soon set a stiffer test as the 
improvement of late 1938 comes into the picture, but 
there is small doubt that with the seasonal uptrend now 
setting in, both carloadings and earnings will soon be 
in new high ground for the recovery. This is the best 
possible solution for rail problems. Individual carriers 
will still need some help with their specific difficulties 
and the whole industry could profit from a better Gov- 
ernmental attitude toward labor and competitive con- 
ditions; nevertheless, no help from Washington could 
be as important or as effective as the gains in carload- 
ings covering practically the whole country. 





The Trend 


STRUGGLE FOR POWER ... The attitude of Congress 
—“liberal” on spending but increasingly “conservative” 
in the matter of delegating power to the Administration 
—will baffle the casual observer unless the historical 
background is understood. The Constitution’s admirable 
division of governing powers between the legislative, 
executive and judicial branches of the Federal estab- 
lishment has served us well but the border lines—par- 
ticularly between executive and legislative powers—have 
never been static. Of necessity Congress over the years 
has delegated more and more power to executive and 
quasi-judicial agencies; strong-willed Presidents, elected 
in time of stress, have usually over-shadowed the legis- 
lative branch; the pendulum of power has always swung 
back in time at least part way to Congress. 

Backed by a tremendous popular majority, President 
Roosevelt was granted unprecedented powers in his first 
term. In his second term Congress began to reassert its 
independence. It blocked Mr. Roosevelt on the Supreme 
Court and Reorganization bills. At the start of the 1939 
session it put its foot down on any further delegations 
of power. Toward the end of the session it showed 
increasing determination to take back or circumscribe 
existing executive powers. Such is the political signifi- 
cance of the curb put on T. V. A.; of the Hatch bill’s 
severe limitation of political activities by Federal job- 
holders; of the House vote to investigate the Labor 
Board; and of the Walter-Logan bill—adopted by the 
Senate and waiting action by the House—which for the 
first time in our history would effectively regulate the 
regulatory administrative agencies. If the latter bill 
becomes law, together with the Hatch bill, it will take 
us far back to the conception of government by law 
rather than by men. Ironically, both of these vitally 
significant measures of political reform have been bit- 
terly fought by a “reform” Administration which pro- 
fesses to have elevated our “moral climate.” 

On the new lending-spending bill Congress probably 
will “go along” in large measure, for its political need for 


of Events 


more pump-priming coincides with that of the Admin- 
istration, but that will not change the picture. The 
struggle for power here will not be on the issue of 
whether the Government’s indirect debt should be in- 
creased but on how much money should be authorized 
and on who will control its distribution. Its recent 
triumphs suggest Congress will win again. 


THE COMMODITY TREND .. . Commodity markets 
have made headlines in recent sessions with the trend in 
several farm products so decisively downward that even 
talk of war crises was unable to check it more than 
temporarily. The break in wheat was particularly spec- 
tacular in going to a new low in Liverpool since 1592. 
On July 20th new five year lows were made by futures 
in corn, lard, hogs and cottonseed oil. The failure of 
various expedients to raise the prices of agricultural 
products is thus made very clear. Other raw materials, 
on the other hand, have remained firm or advanced 
slightly in response to a better outlook for business and 
generally favorable supply situations. 

One of the most thorough studies of long-term com- 
modity price trends ever undertaken came to the con- 
clusion that the broad movement must continue gradu- 
ally downward. Methods of production are constantly 
being improved and the sources of supply broadened. 
If there is any connection between production costs and 
price, as there must be over an extended period, then 
rallies of a month or a year in most commodities must 
be considered as such, and not mistaken for a reversal 
of the secular trend. Materials like copper or pig iron 
will continue to fluctuate in response to demand as they 
do today, but cannot be expected to hold any large gains 
through a business slump. All this has a bearing on 
business and profits, not at all bearish in long-run impli- 
cations, while the current tendency of industrial com- 
mo” ties to hold or advance in the face of weakness else- 
where is encouraging as to the immediate future. 
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As J Seo Jt! 


BY CHARLES BENEDICT 


PAYING THE PRICE 


A; a result of “Munich,” England is in the position 
of having to meet greater and ever increasing demands, 
while each time she submits to blackmail she strengthens 
the hands of her opponents. 

The recent diplomatic victory by Japan was a natural 
consequence of the low estate to which British prestige 
has fallen in the Far East. The fumbling and hesitat- 
ing policy Mr. Chamberlain has been pursuing with 
Germany over Poland indicated to the Japanese that 
another Munich was in the offing in Europe. 

In spite of firm words and evidence of increasing re- 
armament, Chamberlain’s failure to include Churchill in 
his Cabinet showed great weakness of purpose and cry- 
stallized the opinion as to his true position. It has not 
been forgotten that last October Hit- 
ler took it upon himself to strictly for- 
bid the inclusion of either Churchill or 
Eden in the British Government. 

How weak are the English—that 
Chamberlain pursues an appeasement 
policy that is bankrupt and which has 
been a tragic failure for the British 
Empire as well as for those small na- 
tions who rely upon her for support 
and help! For, in spite of this the 
“appeasers’—Chamberlain: Sir John 
Simon, who appeased Japan when she 
invaded Manchuria; and Sir Samuel 
Hoare, appeaser of Italy over Ethiopia 
—still run the British Government. 

Certainly this latest backdown in 
Asia will not help England with the 
small nations in Europe where the for- 
eign policy of Chamberlain has con- 
tinued to be a question mark since 
Czechoslovakia. Nor will it help her 
in Egypt or India where only a show 
of firmness held rebellion in check over 
that vast territory for generations. 

Again, British delay in consummat- 
ing the treaty with Russia also indi- 
cates weakness because Russia and 
England have great interest in joining 
their forces against Japan. Then, too, 
there was evidence that the Anglo- 
Russian talks dealt mainly with the 
Far East, and that the discussion about 
guaranteeing the independence of the 
States around the Baltic centered 
around Russian demand for assurance 


Wide World Photos 
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that England would do her share in the West while Rus- 
sia was doing her part in the East. 

Events seemed to indicate that a stalemate had not 
been reached, but that the announcement of an agrec- 
ment had not been made purely as a matter of policy; 
while the recent firmness with which the Russians have 
attacked Manchukuo following the Japanese demands 
on England, seemed designed to hold the Japs in check 
and stiffen the backbone of the British Ambassador. 

The appeasement which followed apparently has so 
disheartened Russia that she has again announced the 
resumption of trade parleys with Germany. If this should 
result in an economic and political agreement, England 
will have lost her last chance to stop Germany. 
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How Far Can This Market Go? 


In our opinion the trend is up but the market remains 


highly sensitive to foreign news developments. Selec- 


tive purchase of industrials is recommended, with stop- 


loss protection at prices equivalent to 140, Dow-Jones. 


BY A. T. MILLER 


I. our last analysis, written on the morning of July 10 
in an atmosphere of widespread skepticism and continu- 
ing distrust of the European potentialities, we observed 
that a decisive market change was certain to develop 
fairly soon out of the tight technical corner then existing, 
and that we felt the potentialities for surprise and for 
wide movement were greatest on the upside. 

Naturally we are gratified by the upward pattern 
marked out over the past fortnight. Both the industrial 
and rail averages have topped their preceding rally highs 
—made respectively on June 10 and May 31—by decisive 
margins and with a convincing show of volume. 

The trend being up, the question now for those not 
in stocks—as well as for those having stocks to sell— 
is what to do about it. How far can the advance be 
reasonably expected to carry? What is its technical 
character likely to be? 

So far the performance differs in important technical 
respects from the straight-line advance that developed 
out of a somewhat similar setting in June of last year. 
On that occasion the advance began with an instantan- 
eous rush and in six consecutive trading sessions, with- 
out any recession in closing averages, lifted the industrial 
average more than 18 points or by approximately 16 
per cent. It took the next thirty-five trading sessions to 
add another 10 per cent by August 6, after which began 
the slide culminating in the Munich crisis. 

In contrast, the present advance sneaked out of a nar- 
row trading shelf in two sessions of fractional upturn 
before gathering any dynamic strength; periods of fast 
movement have been limited to one or two sessions at a 
time and each such period has been promptly followed 
either by minor recession or several days of sidewise 
drift; and net advance of approximately 9 per cent in 
the industrial average has been spread over twelve trad- 
ing days as this is written. 

This type of advance tends to preserve the market’s 
technical health and thus precludes serious reaction un- 
‘til prices reach a level which over-discounts business 
earnings and prospects, or until bad news brings a recur- 
rence of caution and fear. On domestic economic and 
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political factors, we think a substantially higher level of 
values is justified; and, if European tension remains for 
a while in its present reduced status, we doubt that more 
than temporary resistance will be encountered under the 
118-120 range of our daily industrial index, equivalent 
to 150-153 Dow-Jones. 

It is conceivable to us that some time within the re- 
maining five months of 1939 this market can top the bull 
market high of last November. This would be just an- 
other double-cross of the speculative concensus formu- 
lated during the first half of the year. At the start of 
1939 the concensus was optimistic for the first half, 
doubtful or pessimistic for the second half. The dura- 
tion of business reaction from the high of December and 
the severity of the market declines in January and in 
March-April constituted a rather thorough double-cross. 
During the second quarter a concensus was built up that 
the market could not get anywhere because of the prob- 
able European crisis late this summer. 

Of course, it is still possible that another frightening 
situation will arise in Europe, despite the “peace and 
appeasement” talk now commanding widespread atten- 
tion in the press. It is also possible—now that Dow 
Theory followers and other believers in mechanistic 
gadgets have accepted recent action as signalling a “new” 
bull market—that the market can falter and react with- 
out any startling bad news from Europe. 

There are several alternative decisions that can be 
intelligently arrived at by the potential buyer of stocks. 
He can elect to sit on the fence until he is convinced 


there will be no European war or major crisis this year— | 


in which case he may not get the assurance he wants 
until autumn or even later and meanwhile he faces the 
possibility that cumulative lessening of European fears 
and increasing speculative enthusiasm may convert what 
has thus far been a relatively healthy advance into a dis- 
orderly scramble for stocks. Or he can elect to buy 
stocks with willingness to carry them through any de- 
cline which adverse foreign news might induce. Or, 
thirdly, he can decide to buy now but with reasonably 
close stop-loss protection against the contingency that 
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reaction could development out of a turn for the worse 
in the present European outlook or, for that matter, out 
of disappointment relating to the near term domestic 
business trend. The latter alternative appeals to us, for, 
in what is still a less than 100 per cent bullish picture 
either for Europe or for sustained American recovery, 
an essentially speculative technique may well be the 
most conservative approach even for buyers who regard 
themselves as investors. 

As shown by our seasonally adjusted index, the rise in 
business has flattened out over the past fortnight at a 
level only slightly under the average of last December. 
We rather doubt that significant additional gains are 
likely over the near term, but the trend of new orders 


for both consumer goods and capital goods remains favor- 
able and we believe there is a better than even chance 
that the backlog of orders now being built up will carry 
industrial production in the fourth quarter above the 
highest level reached last year. 

Meanwhile the second quarter corporate earnings state- 
ments now coming to hand make an even better showing 
than had been expected—the first 100 industrial reports 
making a gain of 89.6 per cent over the second quarter 
of last year and topping the first quarter of this year by 
9.1 per cent. Excellent profit margins exhibited by the 
majority of these statements reflect close control of costs 
and favorable spread between prices of finished goods 
and prices of raw materials. —Monday, July 24. 

















TREND INDICATORS 


Compiled by THE MAGAZINE OF WALL STREET 








7 Hath 


i, my 


‘i 
4 


i aly 





DAILY INDEX 





40 INDUSTRIALS 

















316 STOCKS 
WEEKLY INDEX 

















[VOLUME OF TRANSACTIONS | 


| 
il 








MILLION SHARES 


wu Lt _ AG SEP. __OEC 








| il 
al | ul tlt | lt 


fat’ Fal . 
Ta ul 


| 
| 
i lll 


JAN FEB MAR APR MAY we 
== — = = 1939 — as a 











JULY 29, 1939 





373 


























ening un Washington 


SPECIAL POLITICAL FORECAST 


BY E. 


War a rebellious Congress heading for home soon, 
President Roosevelt is making plans for a swing around 
the country to scout the political situation and outline 
the issues for the 1940 campaign. He will be met by 
cheering crowds and entertained by local political lead- 
ers who will tell him what he wants to hear—that the 
country is strong for him and for the principles of the 
New Deal. These principles he will defend in a series 
of speeches which will pretty well point the main fea- 
tures of the next Democratic platform. And with Con- 
gress not sharing the publicity spotlight this trip will do 
much to increase his prestige. 

This prestige can stand some burnishing to remove 
the scars of recent clashes with the legislative branch, 
clashes of the sort every President has had but which 
are of special significance because of their bearing on 
coming political events. Blocs in Congress are bent on 
destroying Mr. Roosevelt’s influence and eminence so 
that he personally will be less of an issue in 1940. Re- 
publicans naturally want to show the New Deal ma- 
chine as torn, worn and stalemated; and many Demo- 
crats have joined with them to keep control of the party 
in Congress, which they feel is closer to the people than 
the President, and to prevent him from running for a 
third term or dictating his successor. There have been 
no bitter show-downs, like the Supreme Court and ex- 
ecutive reorganization issues of the last Congress, but 
a whole series of relatively minor rebuffs ranging from 
the pigeon-holing of pet bills to rejection of nominees. 
These add up to a considerable diminution of the one- 
time omnipotence of the Chief Executive, with the result 
that it is getting under his hide and New Dealers are 
losing their morale. Most serious set-back was shelving 
the neutrality bill, but his pride was hurt on the tem- 
porary defeat of the monetary bill and the cold reception 
given his lending-spending program. 

On several occasions the President has wanted to 
strike back vigorously, and his intimates have restrained 
him with difficulty, but this means only that his resent- 
ment is stored up and he will turn it loose whenever he 
thinks he can make it into political capital. The relative 
absence of Presidential tirades against big business, re- 
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actionaries, and other real and fancied enemies of the 
F D R brand of social progress is deceiving. It might 
mean that he has quit crusading and that if business 
recovery continues moderately he will let things drift 
and attempt to bring about an era of good feeling which 
he muffed once. But those who know Mr. Roosevelt 
can’t believe it. He has not changed; he is simply biding 
his time, saving his thunder for the hustings instead of 
wasting it on a group of willful men in Congress. 

The third-term chances of the President might be 
weakened by his obvious loss of control of Congress, 
but he doesn’t see it that way, believing firmly that the 
voters are with him. His decision on a third term race 
will depend entirely on his own estimate of the strength 
of the anti-third term tradition and his ability to find 
a satisfactory successor. He would love to seek another 
mandate from the electorate on the issue of continued 
liberalism versus surrender to the interests as only he 
can dramatize it. 

But whether Roosevelt is a candidate or not, one of 
the big issues in °40 will be executive domination of 
Congress, or representative government versus dictator- 
ship, or the classic doctrine of separation of powers— 
however you want to state it. The President, of course, 
pooh-poohs this as an issue, considering his administra- 
tion .the epitome of democracy and his voice the voice 
of the people. 

The current fight over revision of the neutrality law 
points very definitely to foreign policy as a big campaign 
issue. Republicans are preparing to promise to keep 
America out of foreign entanglements and charge the 
President with setting the stage for our participation in 
another European war. Just how far Mr. Roosevelt 
will go in pledging U. S. support to the anti-dictator 
countries remains to be seen from his western speeches. 
Also, events in Europe during the next 12 months may 
alter the issue completely. As the situation stands now, 
Republicans are hoping Mr. Roosevelt will push him- 
self into the position Wilson took in his disastrous 
League of Nations campaign and they can again clean 
up on the isolationist issue. The so-called neutrality 
bill can hardly be dramatized as well as the League of 
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Nations and Roosevelt, who went through that cam- 
paign, has presumably learned something from Wil- 
son’s failure, but foreign policy will be a major issue. 
Regardless of what happens to details of the “self- 
liquidating projects act of 1939” before adjournment, 
government spending policies will loom large in the 
campaign. Republicans haven’t done so well in resisting 
appropriations for pressure groups, but they are willing 
to tackle Roosevelt’s theory that federal spending is in- 
vestment, is necessary to compensate for decreased 
private spending, and will raise the national income. 
They will contend that as soon as the government quits 


doling out borrowed money and stops unpredictable 
social experiments private investment will be forthcom- 
ing far beyond anything the government could spend. 

The President’s many defeats at the hands of Con- 
gress—and they have been many this session though 
some have not been played up much—have caused him 
to change somewhat his technique in dealing with the 
legislators, but they have not weakened his conviction 
that he knows better than Congress what the voters 
want, that his program is the best, and that his policies 
will be vindicated at the polls. Visitors say his chin 
sticks out more than ever. 
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McNutt appointment as Federal Security Administra- 
tor is the biggest political news of the year, despite 
Roosevelt’s denial that politics entered consideration. 
There are many theories: that he is being bottled up 
to stop his Presidential campaign; that he is being put 
on the same basis as other potential candidates holding 
Federal office; that he is being tried out to see if he is 
worthy of New Deal support; that Roosevelt has picked 
him as his successor. There is basis 
for any of these theories—or for all 
of them at once. McNutt’s avail- 
ability has not been lessened and he 
will be close to the publicity spot- 
light, but while friends may continue 
his campaign he can’t take part in 
it nor stir up any issue displeasing 
to his chief. Best guess is that 
Roosevelt wants to keep him on ice, 
fresh but not too hot, as a potential 
candidate if his work pleases the 
New Dealers and Roosevelt does not 
run again. New Dealers don’t con- 
sider McNutt one of them but are 
willing to take a chance on him 
(with their fingers crossed) and 
some of them feel the need of help 
from an experienced administrator 
and practical politician. The ap- 
pointment also can be interpreted 
as a slap at Farley, who never liked 
the white-haired Hoosier. 


Wide World Photo 


Spending-lending program, derisively nicknamed splend- 
ing, is not arousing much enthusiasm. The heavy spend- 
ing and pork-barrel advocates want grants and hand- 
outs rather than loans, while opponents point out it is 
another delegation of authority by Congress, gets around 
budget limitations, and is a big step to state capitalism. 
This latter is frankly desired by many New Dealers who 
use as an excuse the claim that private capitalism has 
petered out and must be replaced. New Deal concept of 
“self-liquidating” projects is shown by the fact that 
many loans will be repaid out of local taxes if at all, and 
the provision that Congress reimburse R FC annually 
for all losses. Hidden in the bill are many provisions 
removing existing restrictions on several spending agen- 
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Paul V. McNutt—his political star 
momentarily bright. 


cies, with Rural Electrification one of chief beneficiaries. 


Relief act's restrictions will curtail use of WPA for 
heavy construction projects, spurring drive for renewal 
of P WA loan and grant system for which Ickes insidi- 
ously lobbied by telling every Congressman what his 
district would get out of a new program. There is a 
growing demand to separate relief from public works, 
and a new PWA program would 
go far in appeasing building trades 
unions over elimination of prevail- 
ing wage on relief jobs. 


Export embargo on oil, metals and 
other war materials to Japan is be- 
ing pushed hard in Congress but 
with little chance of enactment. 
State Department fears retaliation, 
and some way must be found around 
existing treaties before an embargo 
would be legal. Also the Adminis- 
tration wants the embargo power 
delegated to the President along 
with neutrality revision. 


Chain store tax advocates are plan- 
ning big war chest for nation-wide 
campaign next winter to force Pat- 
man bill through Congress, but ap- 
pear to be up against big odds. 
Hearings have been promised next 
session but there is little chance for 
passage of such a drastic measure which would practi- 
cally outlaw interstate chains. 


Chicago milk decision holding that anti-trust laws don’t 
apply to an industry subject to partial control by Fed- 
eral agency is big blow to Thurman Arnold’s trust 
busting campaign, but an unexpected boost for those 
who want trust laws revised to substitute government 
regulation or self-regulation under government sanction. 
Rumors that Arnold will quit in few months are renewed 
and seemingly authoritative. 


TNEC recommendations for putting teeth in the 
anti-trust laws cover subjects (Please turn to page 418) 
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Industries With Best Profit Outlook 


The Winners and Losers on Varying Commodity Price Trends 


BY JOHN D. C. WELDON 


a with prices in a 
free economy is dangerous when 
varried to the point of interference 
or manipulation. But short of that, 
interest in the subject is both nat- 
ural and desirable. For in the ideal 
economy, the price trend, reflecting 
the sum total of supply and demand 
as impersonally gauged by the open 
market, regulates the production 
and distribution of goods and bears 
importantly on the level of general 
business activity. 

Not that industry and commerce 
cannot prosper in the absence of rising commodity 
markets—the course of prices was irregularly downward 
in 1928 and 1929, the best business years in our history. 
But, to take another view of the matter, business seldom 
remains long in the doldrums once a well defined up- 
trend in commodities has gotten under way. Hence the 
interest of business men and corporate managers in the 
matter of price movements and hence, also, the impor- 
tance of the subject to investors. 

But the problem of prices and their economic signifi- 
cance is not one that can be solved or even understood 
by following the fluctuations of a single index which 
may, and usually does, conceal divergent movements 
among its components. Again, the relationship between 
the principal kinds of prices is fully as important as the 
general level of all prices. 

The individual business man or corporate enterprise 
usually thinks of prices as falling into one or the other 
of two main categories, i.e., those which determine costs 
and those which determine revenues. Thus, when there 
is an overly rapid rise characterized by greater per- 
centage gains in raw materials than in semi-manufactures 
and, similarly, greater percentage gains in semi-manu- 
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factures than in finished goods, 
there follows a squeeze in_ profit 
margins of varying severity accord- 
ing to the proximity of the manu- 
facturer to the ultimate consumer. 
It was precisely this that happened 
in late 1936 and early 1937 though 
in that instance the situation was 
greatly aggravated by a steep rise 
in the price of labor (reflected in a 
sharp increase in labor costs per 
unit of output), by a small and tem- 
porary rise in the price of both long 
and short term capital (i.e. in- 
terest rates) and by the impact of a new Federal tax on 
payrolls. All of which tends to indicate that a too rapid 
advance in commodities, especially when attended by 
distorted relationships between the principal kinds of 
prices, as usually happens, or when accompanied by 
other cost-price maladjustments, is apt to be as dele- 
terious in its ultimate effect on business (even though 
momentarily stimulating) as a too rapid decline. Prob- 
ably the ideal situation is that of gradually but definitely 
rising prices with forward buying held short of anything 
approaching out and out inventory speculation. 

With this as a background, let’s have a look at the 
current picture. As is apparent from the indices plotted 
in the accompanying chart, the general level of com- 
modities is now about what it was just prior to the 
1936-37 hump and subsequent nosedive. The latter part 
of 1938 saw a modest recovery in semi-manufactures, 
since pretty well retraced, and a small advance in indus- 
trial raw materials the greater part of which has been 
retained thanks to recent minor gains. On the other 
hand, finished products and farm and food lines have 
enjoyed no net recovery whatsoever; farm and food 
products, in fact, are now well below mid-1936 levels in 
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sharp contrast with the situation in industrial raw 
materials. 

That finished products have not yet turned upward, 
as have semi-manufactures and industrial raw materials, 
is by no means grounds for pessimism for such is the 
pattern that typically prevails at important cyclical 
turning points. Prices of raw and semi-processed goods, 
it will be seen from the chart, made top in 1937 about 
six months ahead of finished products. Similar time 
leads, varying from one to seven months, occurred in the 
cyclical upturns of 1933 and 1921 and in both upturns 
and downturns of the slump-recovery periods 1923-24 
and 1926-27. The current spread between raw materials 
and finished products is generally favorable and so long 
as the advance in the former remains gradual there will 
be no threat to profit margins on this score. 

There are, of course, some exceptions; among specific 
industries, steel is a case in point. Selling prices, espe- 
cially of flat rolled products, have recently been demoral- 
ized and even at the present time the steel price struc- 
ture is a bit wobbly though it probably will not be 
subjected to another important test until the automobile 
makers again come into the market in good volume some 
months hence. Steel scrap, on the other hand, has been 
moderately strong of late while coke continues firm. 
Here, then, is an imstance where the spread between 
prices which determine costs and those which determine 
revenues is quite obviously unfavorable. Unfortunately, 
due to excess sheet and strip capacity built up over a 
period of a decade and a half, it is doubtful if a satis- 
factory common share earnings will be restored by any- 
thing short of a very substantial further recovery in the 
consumers’ durable goods industries or an even greater 
recovery in the capital goods industries. 


Copper and Steel 


The situation in copper presents an interesting con- 
trast to that in steel. Domestic red metal quotations 
rose steadily from less than 9 cents a pound in June, 
1938, to 11144 cents in November and remained at that 
level until March of this year. Subsequent weakness 
caried the price back to 10 cents but, to the accompani- 
ment of heavy buying in recent weeks as well as strength 
in the export market, copper has been advanced 14 cent 
and further markups in the relatively near future would 
not be at all surprising. The industry’s statistical posi- 
tion has shown marked improvement of late and it is 
expected that June figures, when released, will indicate 
an excess of shipments over production for the first time 
since last October. Earnings response of the industry's 
principal units to higher copper prices usually involves 
some time lag while previously placed orders are filled, 
but better third and fourth quarter results, especially if 
additional price increases are forthcoming, appear pretty 
definitely indicated. 

As to other domestically produced non-ferrous metals, 
the picture is less clear cut. Two recent advances in 
lead, lifting quotations to 4.85 cents a pound, more or 
less parallel the situation in copper. Zinc, however, re- 
mains unchanged at 4.50 cents, about midway between 
the high and low levels of the past eighteen months. 
Only a relatively small portion of the sharp 1937-38 
increase in refinery stocks had been moved by the begin- 
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ning of 1939 and the total has since been rising mainly 
as a result of the tariff reduction earlier this vear and in 
spite of low domestic prices. 

Sentiment in the oil industry, particularly among 
integrated companies and refiners as opposed to units 
engaged solely in the production of crude oil, took a turn 
for the better in June when a nationwide increase of 
14 cent a gallon was effected in gasoline prices. However, 
developments since the beginning of July have not alto- 
gether borne out earlier prospects for the price advances 
have not been fully maintained despite the fact that 
consumption this year will probably set a new all time 
record. Similarly, kerosene, distillate and gas oil, which 
last May closed the main consuming season in a strong 
position, are currently weak in most areas even though 
oil burner sales are such as to suggest an excellent de- 
mand for furnace oils this fall. Though crude oil stocks 
are not out of line, well production is at unwarranted 
levels as are refinery crude runs. Crude prices have 
remained unchanged since the markdown of last Octo- 
ber. But since maintained earnings for the crude pro- 
ducers over the remainder of the year would require 
maintained output, and because maintained output, 
already too high, might well bring lower crude quota- 
tions, prospects for this sector of the industry remain 
mediocre. Refiners and integrated companies seem 
likely to extend last quarter’s earnings gains modestly 
in the current period to the extent that at least a por- 
tion of the advance in gasoline holds at current high 
sales levels. (Please turn to page 418) 
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After Nine Years of Federal Deficits the Funda- 


mental Recovery Problem Is Still Unsolved 


What’s the Answer? 


BY HENRY L. BLACKBURN 


a Mr. William Spelvin, a fairly representative 
citizen, checked over his family finances with Mrs. Spel- 
vin. He noted that over the past seven years his income 
had averaged $4,330 a year but that he had spent an 
average of $7,261 a year, thus going into the hole an 
average of $2,930 a year. “We're doing fine, honey,” 
said Spelvin to the little woman. “We only owe the bank 
$20,514 and at this rate we'll have our income up to 
$8,000 a year before long.” 

As nearly as the writer can interpret the complexities 
of political bookkeeping, this is an accurate and simpli- 
fied picture—expressed in thousands rather than billions 
—of the way the United States Government has handled 
its financial affairs for the fiscal years 1933 to 1939 in- 
clusive. 

Spelvin can’t keep it up, of course, and neither can 
Uncle Sam. In fact, Spelvin’s financial record is a fig- 
ment of our imagination. He might have got away with 
it for a year, maybe two years—after which the bank 
would have said nix and politely advised him to have his 
head examined. But the bank can’t very well say nix 
to Uncle Sam. So the bank and Sam go on exchanging 
pieces of paper, whereby Sam gets money to spend— 
considerably in excess of his tax income—and the bank 
gets bonds to store away in its vaults. Everybody takes 
it for granted that this is all on the up and up. We all 
know—or do we?—that eventually Sam’s I. O. U.’s will 
be made good—perhaps start to be paid off in a small 
way when and if the national income reaches $80,000,- 
000,000 or $90,000,000,000 or what have you. 

We are not exaggerating the financial jam in which 
Uncle Sam finds himself today. His head bookkeeper 
is Officially responsible for a hopeful estimate that the 
present Federal tax system would produce enough rev- 
enues to cover a $9,000,000,000 a year budget, with a 
modest sum over for debt retirement, if the national 
income should reach a level, in dollars, about 10 per cent 
higher than the record high of 1929. Thus figured, a 
national income of about $89,000,000,000 would do the 
trick—if meanwhile the spending and borrowing had not 
been further boosted. That “if” is a very big one—in 
fact, super-colossal. You see, in the year ended June 30, 


Uncle Sam spent not $9,000,000,000 but, to be exact, . 


$9,492,000,000; and there is more than one straw in the 
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wind pointing to still larger spending in the present fiscal 
year. 

Meanwhile our national income may be around $66.- 
000,000,000 this year, if nothing goes sour; and this is a 
long way from $89,000,000,000. Between Mr. Hoover, 
who began it in the 1931 fiscal year, and Mr. Roosevelt, 
the Government has now been putting I. O. U.’s in the 
till for nine consecutive years. If it can not raise enough 
money to begin paying them off until the national 
income booms up to $89,000,000,000, you do not have to 
look very deep in the crystal ball to opine that the Fed- 
eral debt—direct or indirect, on the record or hidden 
under the rug—is going to become considerably bigger 
before it becomes even a tiny bit smaller. 

After the votes were counted last November quite a 
few naive citizens jumped to the conclusion that Con- 
gress would about face and plump for economy—but they 
just didn’t realize what stuff the average Congressman 
is made of, what pressures he is up against, what slight 
resistance his organic system has to the spending itch 
once the disease gets a firm grip on him, and what ex- 
quisite pleasure he gets in voting for appropriations and 
against taxes. If you retain any illusions on this score, 
consider the following condensed, but accurate and typ- 
ical, record of how one spending proposal was recently 
disposed of by the august United States Senate: 

Under consideration is the bill of Senator Lee (D.., 
Okla.) authorizing Government-guarantee of $350,000,- 
000 of mortgages on farms to be purchased for tenants 
desiring to become farm owners. The mortgages to be 
up to 100 per cent of farm values, interest 3 per cent, 
amortization extending forty years, five year moratorium 
on payments and interest if the farmer runs into hard 
times. A few desultory questions are asked and desul- 
torily answered. Senator Taft (R., Ohio, professed 
economy advocate) mildly criticizes the bill as badly 
drafted and unworkable but adds that “the amount itself 
($350,000,000) is not very large” and that he does “not 
want to take the time of the Senate opposing the bill at 
this time.” Senator Gurney (R., S. D.) remarks that 
he thinks the Senate ought to have the benefit of his own 
state’s experience with a similar scheme to transform 
farm tenants into owners. South Dakota, he says, in 
1919 guaranteed $60,000,000 of farm mortgages and sus- 
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tained a loss of approximately $40,000,000. Some minor 
amendments of the Lee bill are accepted without vote. 
The presiding officer bangs his gavel and calls for yeas 
and nays. A bored chorus answers “yea.’ No “nay’ 
can be heard. The Lee bill has been passed in a matter 
of minutes. 

What’s another $350,000,000 tossed into the pot by 
the Senate, when the President and his fiscal experts 
have taught us that spending $9,492,000,000 a year is a 
good thing for us, necessary to keep up from diving into 
a depression, essential to recovery and a much higher 
national income? If Federal spending of $9,492,000,000 
a year—about 60 per cent of it being borrowed money— 
is a good thing for us, why would not spending $10,500,- 
000,000 a year or $12,500,000,000 a year be a still better 
thing? For that matter, why not just quit pussy- 
footing with the thing, print a batch of money and spend 
$20,000,000,000 or $30,000,000,000 a year? If spending 
Government money painlessly without equivalent tax- 
ation is a sure method of getting a national income of 
$89,000,000,000, then obviously the faster the Govern- 
ment spends, the sooner we'll reach the desired income 
goal. Only, it being so easy to lift ourselves by our boot- 
straps, it wouldn’t make much sense to stop when we 
hit $89,000,000,000. 

The New Dealers can logically answer that they are 
handling a powerful medicine which in too small a dose 
will do no good, in just the right dose will help the patient 
and in too big a dose will have fatal results. They are 
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technically correct—but the weakness of their defense of 
deficit spending is that, judging by economic results, 
after six years of experimentation they still show no 
evidence of having hit on the effective dosage; there are 
strong circumstantial indications that a political, rather 
than scientific, approach has determined the timing of 
their “compensatory” spending; and it becomes in- 
creasingly obvious that they are forced to rationalize a 
fiscal policy which long since ceased to be optional. It 
was optional, and theoretically sound, when Mr. Roose- 
velt started it in the late summer of 1933. With wiser 
and more skilled administration, very likely it could have 
worked to the satisfaction of all—but today the plain 
fact is that the budget is definitely out of control, neither 
the President nor the Congress dares to cut off the vote- 
getting subsidies and the very great opportunity that 
the Administration had actually to prime the pump and 
to induce a revival of productive private investment has 
been fumbled away. 

Contrary to the political conception that we faced 
revolution and hopeless ruin in March, 1933, the writer 
believes it self-evident that we were deflated down to 
absolute bed rock at that time and that no Administra- 
tion ever came into power with greater opportunity to 
achieve both rational, workable reforms and a sustained, 
major recovery. Orthodox remedies, plus unemploy- 
ment relief and a sizeable public works program, would 
certainly have turned the tide. There would certainly 
have been a much greater revival of private investment 
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than was seen in the following years—if business men 
and investors had trusted the motives and methods of 
the Administration. 

There is no point whatever in name-calling or recrim- 
ination. The capitalist system is certainly not without 
its faults and weaknesses. It is fair to say that Mr. 
Roosevelt has done a badly needed job in awakening the 
social conscience of America. But it is also fair and 
accurate to say that the Roosevelt Administration has 
demonstrated an inadequate understanding of the in- 
herent character of the capitalist system—of what makes 
it tick or fail to tick. It may be a complex system, but 
its central driving force is very simple and precisely what 
the name implies—the investment of capital in expecta- 
tion of a profitable return. The sum total of New Deal 
philosophy, policies and methods of administration has 
discouraged this normal functioning of private capital. 
In practice the compensatory spending policy has become 
rather more of an inadequate substitute for private in- 
vestment than an effective supplement to it. 

Accurate calculation of the national income is an ex- 
tremely complex statistical job, leaving room for a wide 
degree of possible error. Even if we accept the official 
estimates of the Department of Commerce at face value, 
comparison of any given volume of such income in dol- 
lars with the income of a past period is meaningless 
unless allowance is made both for differences in price 
levels and for growth of population. With allowance for 
a substantially lower cost of living, our national income 
in 1937, peak economic year of the New Deal, was very 
close to that of 1929 but on a per capita basis was about 
14 per cent less than in 1929. Moreover, this is still an 
incomplete picture for the customarily accepted cost of 
living estimate applies to the average wage earner and 
is certainly not an accurate measure of the status of the 
investor class, whose fixed charges—such as insurance— 
take a relatively large proportion of income and whose 
investible margin of savings, as shown by official tax 
statistics, is far lower than in 1928-1929. 








The Real Deficiency 


The country’s actual, physical flow of goods per capita 
is the most accurate and significant measure of our eco- 
nomic status under the New Deal. Some very illuminat- 
ing light has been thrown on this by the research of 
Simon Kuznets for the National Bureau of Economic 
Research. Comparing 1936-1937 with the average of the 
best six years of the ’20’s, this shows volume of non- 
durable goods was almost exactly the same but combined 
volume of durable goods and construction was 17 per 
cent less. 

Any recovery policy at Washington under any Admin- 
istration will be a failure unless it is founded on a clear 
understanding of what these figures mean. The picture 
is not at all complex. First, the problem of sub-normal 
per capita national income and continuing huge unem- 
ployment, has its core in the deficient volume of 
durable goods and construction. Second, volume in 
durable goods and in construction depends in vital 


degree not on spending for consumption but on invest- 
ment. 

The most tragic outward manifestation of our pre- 
dicament is unemployment. 


The reduction here, at the 
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best levels of 1936-1937, was relatively moderate and the 
general scope of the problem today is not significantly 
different from what it was six years ago. To blame this 
wholly on the increasing tempo of mechanization in the 
mass production industries is ridiculous, because the 
manufacturing industries in 1929 employed only about 
20 per cent of our gainfully occupied population and 
there is no convincing evidence of any such decline jp 
this percentage as would explain more than a fraction 
of present unemployment. Moreover, to the extent that 
technological unemployment is a part of the problem, jj 
is an ironical fact that it has been greatly speeded by 
the New Deal. Formerly, over a long period of years, 
it worked out that the benefits of technological progress 
were shared between capitalist, worker and consumer, 
Ever more efficient production at ever lower unit costs 
was what made our living standard the highest in the 
world by far. If we compare even our present depressed 
economic status with that of 100 years ago, it becomes 
obvious that mechanization has created far more oppor- 
tunity for employment that it has destroyed. 


The Speed of Change 


But the speed of change needs to be considered, for 
fast change always disrupts the balance of the economic 
system. Quite aside from over-fast reform, the New 
Deal policies have inflated wage and production costs 
far more than they ever inflated commodity prices. At 
the peak of the 1937 recovery, prices remained sub- 
stantially lower than in 1929; but wages in manufactur- 
ing industry spurted to a level approximately 20 per 
cent higher than in 1929. And while prices have been 
substantially deflated from 1937 highs, wage rates have 
not been. This is no particular hardship on well run 
industrial enterprises, for unit labor costs have been 
materially reduced from 1937 highs—but it should be 
obvious that a major inflation of wages and costs in mass 
production industries is not a good thing for our economy 
as a whole and is certainly not in the interest of re- 
employment. To attempt to solve the cotton or wheat 
surplus problems by maintaining prices is no more 
fatuous than to attempt to encourage re-employment 
and volume production by kiting wages. Since wage 
rates—not the same thing as wage income—in the major- 
ity of gainful occupations equal or exceed the 1929 aver- 
age, and since the wage dollar today will purchase con- 
siderably more than it did in 1929, it would seem that 
we have had a conclusive and practical demonstration 
of the falsity of the theory that “high wages make pros 
perity.” Moreover, it ean hardly be doubted that the 
speed of wage inflation in recent years has tended toward 
abnormal acceleration of mechanization, especially 2s 
regards equipment of relatively moderate cost such a 
many types of machine tools. It is difficult otherwise— 
with full allowance for the world armament race—to 
explain the extraordinary volume of machine tool orders 
in 1936-1937. 

Regardless of how far the present business uptum 
goes—whether it lasts three months or six months oF 
nine months—we have no reason whatever to assume 
that the Administration has at last found the magi¢ 
formula or that a solution of our fundamental recovery 
problem is at hand or that the (Please turn to page 419) 
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Paramount 


Earlier Troubles Overcome, 
Company Pursues Effort 
To Regain 1937 Profit Levels 


BY PHILLIP DOBBS 


Bx road for Paramount Pictures has been 
rocky since its reorganization in 1935. Almost 
immediately after some $300,000,000 in 
liabilities had been compromised and_ the 
company had been given a new start, it ran 
into the disagreeable discovery that more 
than a good-looking balance sheet was 
needed to complete the comeback. The 
brand new management was accused of 
incompetence, and supporting the claim was the fact 
that while its theaters were doing well and most of its 
competitors were grinding out profits on the production 
end Paramount still could not click with the cameras 
in the style to which it had previously been accustomed. 
Joseph P. Kennedy, fresh from triumphs in the S E C 
and in the Radio Corp. recapitalization, was hired to 
tell the directors just what was wrong. 

The Kennedy report was released to stockholders only 
very reluctantly. In Wall Street it was considered scath- 
ing at the time, but looking back it seems quite moderate 
in pointing out the reasons for profitless film production. 
It noted that the operating deficit in the first quarter of 
1936 was in spite of the fact that the theaters division 
showed a profit and continued to the conclusion that 
“Paramount’s management which took over the affairs 
of the reorganized company less than a year ago has 
never succeeded in getting started during a period when 
other companies have made ample profits. In conse- 
quence, the rigid charges incident to a large-scale busi- 
ness Operation threaten to eat into Paramount’s capital 
before earning power can be re-established.” The cure 
Was seen principally in putting moving picture men in 
charge of the business and keeping New York fingers out 
of Hollywood affairs. 
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Soldiers Three in the new Beau Geste. 


Helped by the trend of general business, the cure 
worked instantaneously. Adolph Zukor as chairman of 
the board was given the final word in production and 
Barney Balaban with his long experience in the theater 
business was made president. At the same time the 
board of directors underwent a thorough shuffling. In 
the first two quarters of 1936 Paramount had shown a 
small profit which was clearly the result of bookkeep:ng 
transfers out of a reserve previously set up. In the fol- 
lowing quarter net income amounted to $2,013,764 or 
96 cents a share on the common after providing for pre- 
ferred dividends. Although aided by another $200,000 
out of the special reserve fund, this was but one-fourth 
the amount used each of the two previous periods. 
The company had suddenly found its feet and was not 
only making money but was re-building its reputation— 
which in this business is all-important to future profits. 
The common stock ran up to 25, from a low of 74 

Paramount’s troubles were not yet over , though. 
in getting aboard the up-cycle, the company soon found 
itself combatting a slump, not with its back to the wall 
as in the former case but nevertheless in the midst of 
a real struggle to preserve its‘earning power and reputa- 
tion. The principal hazard that faces an exhibitor is the 
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leverage which makes his profits bulge when receipts 
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are improving and fade quickly when attendance falls 
off. So many charges are fixed regardless of the box- 
office take that the exhibitor’s break-even point moves 
downward only slowly and reluctantly in spite of all 
possible retrenchments. The producer, on the other 
hand, may cut his costs per picture on short notice, he 
may make fewer A pictures, thus reducing his budget. 
and he ‘may coast for a good while on the reputation of 
his recent successes. But if all of these expedients are 
used to the full, amortization charges on the pictures 
already made run on and this can be a burden, particu- 
larly if the retrenchment follows after a campaign of 
expensive pictures, as it usually does. Then by the time 
the producer’s budget comes well within bounds the 
drop in quality of his pictures is established and his sales 
suffer. 

A third handicap in a period of declining earnings, of 
course, is the leverage supplied by bonds and preferred 
stock. Paramount has both outstanding ahead of the 
common. Early last year the company got down to the 
point where it was working for bondholders and _pre- 
ferred stockholders and it looked as though the 1935 
reorganization might not have been sufficiently drastic. 
The upturn found the company well-situated to take 
advantage of it, however, and earnings immediately 
began to improve. The change was so definite that some 
celebration was in order, no less than a cash dividend 
on the common, the first for the new setup, which is 
being paid to more or less surprised stockholders this 
month. It is only 15 cents a share but it marks what 
should be the beginning of a new stretch of road for 
Paramount. 

The main weakness in the years following 1929 was 
the enormous chain of leased, owned and controlled 
theaters, acquired during a period of high prices and 
competition among buyers. The company is today by 
far the largest in this respect, with some 1,400 picture 
houses in its system of which not quite half are fully 
controlled. Several theaters are in England and France. 
but the great bulk are in this country and Canada. The 
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Air view of Paramount's lot in Hollywood. 












results of the 1935 writedown of liabilities was to reduce 
rentals and charges of the theater division to the point 
where steady profits became feasible, as shown by the 
subsequent operations of this division. 

Fully integrated, Paramount is also one of the largest 
distributors and producers of movies in the world, han- 
dling all types from newsreels to epics. The program 
for the next picture year, starting in the fall, calls for 
58 feature length pictures to be released along with about 
85 short subjects. Several features have already been 
completed and more are in process of filming. This 
program represents an investment of some $30,000,000 
and its success will be all-important to earnings for the 
next twelve months. 


Exports Threatened 


All producers are up against a difficult problem in the 
threats to foreign markets—quotas, embargoes and re- 
strictions of various kinds set by other nations to break 
our virtual monopoly of the market. Some merely hope 
to encourage their own industry; others begrudge the 
foreign exchange wasted on buying films instead of arms 
or raw materials; a few insist upon domestic production 
as a propaganda control. Whatever the reasons, the 
fact is that American movies find few good purchasing 
areas now open to them without restrictions, and the 
trend is toward fewer. This is serious to companies 
which have depended upon foreign revenues to account 
for better than a third of total rentals, in some pictures 
to more than half. If a widespread war were to come, 
of course, this revenue would cease immediately. 

Paramount handles the problem as well as ¢ reunr 
stances will allow. This year for the first time the 
company is planning to produce pictures in England as 
one solution of the quota problem. The president of the 
company made particular mention this spring of plans 
to hold up the level of foreign sales through the uncel- 
tainties now facing all exports. The principal meals 
will be a program of concentration on pictures which 
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appeal to South America, the English-speaking nations, 
and other countries outside the zones where war is 
threatened. Surprisingly enough, except for Italy and 
Spain where Paramount is selling no pictures now, for- 
sgn business in early 1939 was running 10 per cent ahead 
ofa year ago. Footage of film exports by the industry 
sa whole dropped only about 5 per cent last year from 
the high level of 1937 and with any relaxation of Euro- 
pean tension there would be a good likelihood that the 
ist ground would be immediately regained. Further- 
‘nore, only 15 per cent of the cost of negatives is allotted 
io foreign markets, so that at least from the bookkeeping 
itandpoint the company has minimized its loss from the 
outbreak of hostilities or further clamping down on the 
part of foreign governments. The fact remains that along 
with all the other industries doing any export business 
rhich does not enter into war plans, the movies are in 
danger of losing rather important buyers through no 





be to divided the possibilities of loss while keeping in- 
tact the possibilities of gain. This is admittedly with- 
out considering the question of how the divisions would 


function without mutual assistance. At one time the 
industry believed that conrolled theaters were the only 
solution for a producer’s problems and that may still 
have some truth in it. There is at least a good chance, 
however, that where all were compelled to compete on 
an equal basis in selling and buying pictures the profits 
of all would be unharmed. 

Among the developments of the future which many 
feel will have an important effect on the motion picture 
industry is the approaching spread of television as prac- 
tical entertainment. Views are conflicting as to whether 
television programs and movies will be direct competi- 
tors to any greater extent than the radio and the movies, 
and until some actual experience has been obtained it 
will be pure guesswork to estimate the potential danger 


Hfourteen producers and 








action of their own and with very little they can do to 


prevent the loss. 


Our own Government has made no secret of the fact 
that it hopes to break up the link between production 
ad exhibition which in its opinion constitutes a viola- 
It is claimed that large 
producers can force their pictures upon independent 


tion of the anti-trust laws. 


ahibitors regardless of their merit 
through their control of the supply 
and their position as competing ex- 
hibitors. A suit recently filed against 
exhibitors 
(Paramount among them) attacks al- 
lged local monopolies in Oklahoma, 
Texas and New Mexico. The de- 
fndants are accused of forcing in- 
dependent owners to sell their thea- 
ters by opening or threatening to open 
competing houses, by cutting prices, 
refusing to sell good pictures to the 
independents, and other methods. 

If the eventual outcome is to be a 
segregation of production and exhibi- 
tion, whether forced or voluntary, 
Paramount need not fear disaster. On 
one occasion when a voluntary segre- 
gation was being rumored the com- 
mon stock ran up apparently on the 
strength of this development. At the 
tisk of over-simplifying the situation, 
it might be put this way: The steady 
profit-producing part of the business 
I the theater division. The produc- 
tion end can make large profits when 
things click, or can at times impose a 
drag on the earnings of the theater 
division. If given to stockholders 
separately the virtues of both would 
he retained without the danger of one 
handicapping the other. Suppose a 


“ries of poor pictures were to throw 
the hew producing company into re- 
telvership—the assets of the money- 
making theater company would be 
unaffected and its dividends could 
continue. Ina sense, the effect would 
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if any to the film producers and exhibitors. 


Television 


broadcasts in England which have been going on for 


receipts. 


some time do not appear to have lowered moving picture 
Paramount, however, is actively engaged in 
pushing television both on its own and as half-owner of 
the Allen B. Du Mont Laboratories. 


one of the pioneers in developing transmitting and re- 


This company is 





Comparative Income Statements 


Paramount Pictures and Consolidated Subsidiaries 














1938 1937 
Theater receipts, film rentals, sales of film accessories and rentals $100,927,939 $104,185,953 
Dividends from affiliated companies 2,179,622 3,120,253 
Other income. ... 1,252,820 1,727,264 
Total Income $104,360,381 $109,033,470 
Theater operating and general expenses $46,787,241 $47,297,606 
Film distribution 15,838,093 16,812,863 
Amortization of film 33,228,536 32,624,092 
Total Operating Expenses $95,853,870 $96,734,561 
Operating Profit. . . . $8,506,511 12,298,909 
Other Income 292,361 67,650 
Deduct: 
Interest charges—subsidiaries $959,098 $993,039 
Depreciation . 3,309,348 3,190,382 
ncome taxes 484,036 635,697 
Minority interest—preferred and common stocks 308,572 324,947 
Reserved for contingencies 110,000 175,000 
$5,171,054 $5,319,065 
Interest on P. t Pictures indebted 1,094,540 1,002,391 
Profit on p of P. t debent 332,397 errr. 
Net Profit... . $2,865,676 $6,045,103 
Fixed charges—times earned 2.26 3.97 
Earned per share: 
1st preferred..... $17.82 $42.52 
Qnd preferred 3.03 9.35 
Common .55 1.97 


Including interest of Paramount Pictures in undistributed earnings of subsidiaries not consolidated, 
income for 1937 was $6,670,103 or $2.22 per common share, and the corresponding figure for 1938 was 


$4,105,676 or $1.18 per common share. 
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ceiving equipment. It has already received permission 
to erect a transmitting station in Passaic, N. J., and will 
manufacture and sell sets for home use. 

Paramount has also developed a special film for use 
in television, the plan being to use the talent of the mo- 
tion picture industry to make programs which will be 
broadcast by the radio chains. The scope of these plans 
will be limited by the response of advertisers to tele- 
vision as a medium, and it is probable that all con- 
cerned will go slowly until the commercial possibilities 
can be measured. That television over the longer term 
varries a promise, though, as well as a threat for this 
company is plain to be seen. 

When current plans are carried out Paramount will 
have ideal facilities for its production on the West Coast. 
A new studio site has been selected in Los Angeles to 
replace the present one in Hollywood. The cost of the 
site is $300,000, but a total of $12,000,000 will eventually 
be spent in giving the company a completely centralized 
plant covering 150 acres to be known as Paramount 
City. There will be 26 sound stages, 10 acres of park- 
ing space, a reservoir big enough to hold a steamship for 
ocean scenes and plenty of room for the erection of 
permanent street sets. In addition the rolling type of 
land on which the studio will be built will allow the 
taking of many outdoor scenes right at the studio. All 
of which is expected to contribute greatly to efficiency 
and economy. 

No new financing will be needed to carry out plans 
for the new studio, since its construction and occupation 
will be undertaken gradually. If financing were neces- 
sary, Paramount would find itself in greatly improved 
condition as a result of its changes in capitalization 
over the last few years. Interest-bearing indebtedness 
has been reduced by over $10,000,000 since reorgani- 
zation, and preferred stock issues having about $12,- 
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closeup scene. 


000.000 par value have bee, 
eliminated from the capita 
structure. Interest charges on 
the remaining debt have alg 
been reduced, so that while such 
charges amounted to $3,000,099) 
annually in June thre eyeary 
ago they are now about $1,700. 
000 annually. 

Elimination of part of the pre. 
ferred stock issues has been 
through conversion into com. 
mon, increasing the amount of 
that issue outstanding. At the 
beginning of this year the com. 
pany had notes payable not due 
within the year and_ purchase 
money obligations amounting to 
$5,293.000, subsidiary — mort. 
gages and bonds of $14,554,000 
and two issues of its bonds, one 
at 3114% in the amount of $11, 
247,200 and the other at 6% in 
the amount of $9,440,000. By 
last month all but a_ nominal 
amount of the latter issue had 
been retired and arrangements 
had been made to eliminate 
completely the 6% bonds, mainly through use of the 
company’s cash, partly through term loans at lower 
rates of interest. 

There were also 142,171 shares of 6% convertible first 
preferred stock, $100 par value, convertible into common 
at the rate of seven-for-one, and 555,070 shares of 6% 
second preferred stock, $10 par value, convertible into 
common at the rate of nine shares of common for ten of 
preferred. Common stock had been increased to 2,465; 
927 shares by the end of 1938 through conversions of the 
preferred issues and is obviously subject to further in- 
crease as circumstances make conversion attractive. 
The 314% bonds are also convertible into common stock 
at 1/3 until March, 1942, and at 40 for the next five 
years, 

If the bonds and both preferred issues were to be 
completely exchanged for common stock, the result would 
be to increase that issue by 1,832,176 shares and to leave 
it the main capitalization aside from subsidiary oblige- 
tions. Preferred dividends and bond interest thus elin- 
inated would be the equivalent of 85 cents a share ol 
the additional common stock issued in the conversio?. 
Exchange of the bonds for common is likely to depend 
on dividend payments on the latter issue, while exchange 
of the preferred stocks may continue as in the past wher 
ever a spread large enough to make arbitrating profitable 
occurs. 

There are two ways of figuring Paramount’s earning’. 
One includes and the other excludes the company’s !!- 
terest in the undistributed profits of partially owned 
subsidiaries not consolidated. Including these earnings 
last year’s profit on a consolidated basis was equal to 
$1.18 a share on the common after preferred dividends 
without them the year’s result was equal to 68 cents! 
common share. 

Omitting the earnings of un- (Please turn to page 42) 
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Signals to Watch in the Bond Market 


Barring War, No Serious Decline Is in Sight 


BY C. HAMILTON OWEN 


2Of~ 


I, 1920, an investor with $17,637 would have been able 
to invest it in United States Government bonds and re- 
ceive an income of $1,000 annually. In 1933, before the 
nation’s most severe depression had become history and 
Government bonds seemed to be the sole haven for badly 
frightened investors, a total investment of $30,200 in 
Government bonds was required to produce an annual 
income of $1,000. Today, the investor would have to 
invest $42,735, if his choice is still Government bonds 
and he requires a return of $1,000 annually. On this 
basis his money would be invested to yield 2.3 per cent. 

The yield on high grade corporate ‘bonds has likewise 
been steadily whittled down. At the beginning of July 
the Annalist average net vield on ten highest grade pub- 
lic utility bonds was 2.86 per cent; on ten highest grade 
railroad bonds 3.5 per cent. 

The prevailing low bond yields are the result of a 
seven-year buH market for bonds. During this period 
bond prices have reacted on several occasions, only later 
to recover to new high levels. In the first week of June, 
the bond market as measured by the averages of high 
grade bonds attained the highest level ever reached. 
Since then prices have receded only moderately, but 
enough to raise again the question as to possibility of a 
more protracted decline in bond prices and, perforce, a 
rise in bond yields. 

On numerous occasions during the past seven years, 
predictions of a declining bond market have been freely 
made, predictions not merely of temporary set-backs but 
of a longer term recession in bond prices. To say the 
least these predictions were ill-timed. Where most of 
them erred was in-their reliance upon the more orthodox 
factors which in the past have governed the trend of 
bond prices. The present-day conception of our na- 
tional economy and our practice of national monetary 
control have had the effect of virtually nullifying the 
forees formerly influencing the bond market trend. 

But even in the most sophisticated quarters, where 
these new forces are well understood, there is by no 
means unanimity of opinion over the soundness of the 
Present top-heavy structure of the bond market. Much 
of the uneasiness over the bond prospect, however, is 
Probably traceable to the “what goes up must come 
down” school of thought which reasons that avalanches 
hever start in the valley but at the top of the moun- 
tam. In other quarters misgivings are based on the 
reasoning that the bull market in bonds, because it was 
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artificially created and artificially and deliberately sup- 
ported in furtherance of the Administration’s easy money 
policy, is unsound and therefore extremely vulnerable 
and likely to collapse without warning. 

There is no point in condemning these views as out- 
moded, or those who hold them as “old fogies.” The 
chances are that if and when a serious decline occurs in 
the bond market it will be for some of the very reasons 
which the dissenting opinion holds at the present time. 
But in the meantime, bearish minded bond buyers may 
have an extended wait before they will be able to buy 
high grade bonds substantially below their present 
prices. 

As a measure of the degree of confidence with which 
responsible investors regard the present bond market, 
nothing could be more convincing than the very evident 
willingness of institutional investors—banks, life in- 
surance companies and other fiduciary interests—to add 
to their bond portfolios at every opportunity and at top 
prices. One of the most striking examples is to be 
found in the decisive shift made in the investment poli- 
cies of the Federal Reserve Member Banks in New York 
City. Last March, in the short space of three weeks, 
these banks added $349,000,000 in United States gov- 
ernment bonds to their portfolios, while during the same 
period there occurred substantial liquidation in their 
holdings of short term Treasury bills and notes, most 





Selected Bonds for Current Investment 


1939 
Call Price Range Recent Current 

Issue Price High Low Price Yield 
Florida Pwr. 1st 4's '66 105 97%g 893%, 9714 4.08 
Koppers Co. 4's 1951. 103 103%, 99 103 3.88 
Armour & Co. (Del.) 1st 4's 1957 105 101 96 101 3.96 
N. Y. State Elec. & Gas 1st 41's 1989 10214 104%, 99 10314 4.33 
Container Corp 5's 1943. ... 101 100%, 96 100 5.00 
Columbia Gas & Elec. 5's 1961. . 104 103% 923%, 103 4.85 
No. Indiana Pub. Serv. 4144's 1970... 104 105% 102 104 4.33 
Loew's Inc. 314's 1946. 103 103%, 9814 103 3.40 
Minneapolis Pwr. & Lgt. 44's 1978. 101%, 102%, 971% 10214 4.41 
Texas Elec. Serv. 5's 1960..... 104% 1044%, 97 16314 4.81 
Champion Paper & Fibre 4344's 1950 105 104% 100% 10414 4.52 
Purity Bakeries 5's 1948....... 104 104%, 95% 104 4.81 
Illinois Pwr, & Lst. 5's 1956... 105 102 941, 102 4.98 
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of which were selling on virtually a no-yield basis. 

Although Treasury bills and notes contributed little or 
nothing to the earnings of these banks, they were the 
practical equivalent of cash, and to the extent of their 
holdings, the banks were safeguarded against any decline 

| in the bond market. On the other hand, long term Trea- 
sury bonds, which even last March were very “rich,” 
nevertheless were selling on a basis to yield a more at- 
tractive return than the earlier maturing bills and notes. 
Weighing their better yield against their vulnerability to 
any developments resulting in a hardening of interest 
rates, the New York banks apparently decided against 
the likelihood of any imminent rise in interest rates. 
Treasury bonds acquired by these banks last March now 
show a sizeable profit, but as yet there has been no 
change in their policy and holdings of short term notes 
continue to be reduced and commitments in longer term 
Treasury bonds enlarged. Treasury bond holdings by 
New York member banks are now at a new peak. 

Additional indications of the nature of responsible 
investment opinion are to be found in the readiness 
with which insurance companies will absorb an entire 
new issue of corporate bonds. During the past several 
months any number of new corporate and municipal 
bond issues have been marketed at prices to yield from 
1.75 to 3 per cent with subscriptions far in excess of the 
total issue. Most of these bonds are not the type of 
issue which is attractive to the average individual in- 
vestor but institutional investors will bid eagerly for 
them. 

Granted that investments are the great bulk of the 
earnings assets of banks and life insurance companies 
and these institutions with their coffers overflowing with 
investible funds are under a strong compulsion to put 
this money to work at almost any yield. Nevertheless, 
it is certain that these institutional investors, particu- 
larly banks, would prefer to keep the bulk of their funds 
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liquid, earning nothing, rather than risk the possibility 
of substantial capital losses were the bond market iy 
their opinion likely to suffer a serious sinking spell in the 
near future. 

Behind this convincing display of confidence in the 
bond market on the part of responsible bond buyers lil 
a line of reasoning which seems almost irrefutable. Iti 
based on the simple knowledge that the factors ani 
conditions which would push the bond market into : 
precipitous descent are either not present or are totally 
dormant at the present time. Despite the fact that the 
character of the present bond market is virtually with 
out precedent, the forces which have combined to bring 
it about are well known and understood and until thes 
forces are either spent or modified, a serious break i 
the bond market can only be considered in terms of the 
indefinite future. 

That there will be a change in the trend of bond price 
some day is certain, for there has been nothing since 
the beginning of time that has not changed. But pre 
ceding any change, other than temporary or technici, 
in the bond market there will of necessity have to be 
sweeping changes in the basic fundamentals underlying 
our national financial eeonomy—changes fully as sweep: 
ing as were those which pushed bond prices up to his 
torically high levels. 

One of the major expedients to which the New Dei 
administration has steadfastly adhered as a means ¢ 
promoting business recovery is the policy of making 
money as cheap as possible to borrow. Vested will 
the necessary authority and machinery it has been ps 
sible for the Government to create a huge reservoir 
funds in the hands of the banks and the public. 3y 
raising the price of gold, by deficit financing, by havill 
Reserve banks buy Government bonds, by lowering !* 
serve requirements, by de-sterilizing gold, by all of the 
methods has the Government been able to greatly é 
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qwge the supply of funds and potential credit. ‘Ihe 
resulting distortion in the relationship between the sup- 
ply of funds and the demand for credit has forced inter- 
est rates to unprecedently low levels. 

Low interest rates, however, have failed to generate 
large scale commercial borrowing or induce industry to 
create long term credit obligations for new plants, 
equipment and other capital purposes. The necessary 
confidence in the future which alone would induce busi- 
ness and industry to borrow new capital has been lack- 
ing and for this reason the Administration’s easy money 
policy, as a recovery stimulant, has fallen considerably 
short of its goal. 

Minus the outlets afforded in the past by commercial 
borrowing and new capital financing, funds accumulat- 
ing in the hands of the public and the banks have sought 
voluntary credit outlets in the form of Government and 
high grade corporate bonds. With demand greatly in 
excess of the available supply of 


and gold could be allowed to be exported. All of these 
measures lie within the scope of Government monetary 
control, but it is doubtful whether any of them are 
likely to be exercised in the near future. In fact it is 
doubtful whether even a complete change in the Ad- 
ministration would result immediately in any drastic 
alteration of the easy money policy. 

The fact that easy money has failed to promote any 
worthwhile business recovery cannot now be made an 
effective reason for altering it. The Government is under 
the compulsion to finance annual deficits which are be- 
coming larger, not smaller. Any hardening in interest 
rates might precipitate a crisis in Government financing 
plans. With commercial banks holding the bulk of 
Government and other high grade bonds, higher interest 
rates and lower bond prices would result in a serious 
depreciation in the value of the assets and capital of 
these banks. 

If higher interest rates and low- 





such bonds, and with the public 
and institutional investors com- 
peting against each other, the ir- 
resistible force behind rising bond 
prices can be appreciated. 

With bond prices rising to rec- 
ord heights and with yields reced- 
ing almost to the point of disap- 


Signals to Watch For in the 
Bond Market 


Barring the outbreak of a European War, 
the probabilities are that some, or perhaps 
all, of the following conditions would mate- 
rialize to precede and accompany a pro- 
tracted decline in high grade bond prices: 


er bond prices forced commercial 
banks to substantially reduce their 
bond portfolios, the resulting con- 
traction in deposits would be al- 
most certain to have a harmful ef- 
fect upon business. Moreover, the 
uncertainty engendered by declin- 
ing bond prices would undoubtedly 


pearance, the high grade bond (1) A rise in short term money rates. lead to the indefinite postponement 
market has become _ practically (2) A substantial and sustained increase of corporate financing arrange- 


closed to the average individual 


in commercial borrowings. 


ments and further aggravate the 


investor. In addition, good bonds (3) A marked increase in new capital protracted dearth of new capital 
which he holds are being rapidly financing. financing. 
replaced by issues bearing coupon (4) Selling of Government bonds by the From the foregoing, therefore, it 





rates of 3 per cent—and lower. If 


Federal Reserve Banks. 


is difficult to conclude other than 


corporations have been unwilling to (5) An increase in reserve requirements. having gone this far the Govern- 
take advantage of low interest (6) A balanced budget. ment is not yet in a position to re- 
rates to raise new capital, they (7) Sterilization of gold. trace its steps. The experience of 
have lost no time in availing them- (8) Reducing the price of gold. attempting to do so early in 1937 
selves of the opportunity to refund (9) Heavy exports of gold. is probably still fresh in the minds 


outstanding bonds with issues bear- 


of the monetary control authori- 





ing a lower rate of interest, there- 

by effecting an important savings in fixed charges. This, 
of course, favors the owners of the company. the com- 
mon stockholders, but at the same time it aggravates 
the problem of the individual investor requiring security 
and dependable income and who has difficulty in recon- 
ciling his ideas of a reasonable return on his money with 
the prevailing rate of return today. Nor does it appear 
likely that individual investors will be able to purchase 
good bonds on a higher yield basis for some time to come. 

With the Administration in the position of having 
underwritten the bull market in bonds, the future course 
of bond prices will in a considerable measure depend 
upon what action is taken by the monetary control au- 
thorities—the Treasury and Federal Reserve Board. 
It is only necessary for the Government to reverse the 
same tactics which were responsible for the decline in 
money rates in order to bring about a rise in money rates 
and, perforce, a drop in bond prices. 

A balanced budget would remove the necessity for 
deficit financing. Credit could be contracted by having 
the Federal Reserve Banks sell Government bonds in the 
open market; reserve requirements could be raised: gold 
could be sterilized; the price of gold could be reduced; 
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ties. By raising reserve require- 
ments on August 15, 1936, March 1, 1937, and May 1, 
1937. the bond market under a wave of liquidation suf- 
fered a severe setback, as did general business, forcing 
control authorities faced with a higher cost for borrow- 
ing and refunding subsequently to lower reserve re- 
quirement and de-sterilize gold in order to restore lower 
money rates and raise bond prices. 

Throughout this discussion, emphasis has been placed 
on the probable trend of bond prices over the next year 
and longer. As to the shorter term trend, the possi- 
bility of some recession of modest proportions is con- 
ceded. After the sharp rise which occurred in June 
some reaction might logically be expected on technical 
grounds alone. At the present time the flow of gold 
to the United States is in substantially smaller volume 
than it was earlier in the year. Business is improving 
and commercial demand for funds may be more active. 
In fact. commercial loans by New York City member 
banks have recently been showing a contra-seasonal up- 
turn. A substantial gain in new financing is scheduled 
for the next several months and an increasing supply of 
new issues might have the effect of easing the pressure 
of demand for more seasoned (Please turn to page 418) 
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| Present and Future Leaders 


in Containers 


Cans, Bottles and Cartons Fight for the Market 


i la made of tin, glass and paper— 
have enabled American industry to raise the art and 
science of packaging and merchandising to their highest 
level of development. Ask anyone to name a product, 
smaller than an automobile, and which enters into mass 
consumption, that is not shipped or sold in some type of 
container and they would be hard pressed to answer. 
The container is a silent, but effective, salesman. The 
business of supplying this huge market is a major in- 
dustry. 

In examining the corporate components of the con- 
tainer industry, it is necessary to separate it into its 
three major divisions—tin, glass and paper. Each is sub- 
ject to its own problems, and beyond a certain point 
there is a definite divergence in the factors determining 
sales and earnings. 

All three divisions, however, enjoy a common and 
important advantage. The dominant characteristic of 
the container industry is a large and relatively constant 
replacement demand. With very few exceptions, mer- 
chandising containers are a “one trip” proposition. Once 
the container and its contents reach the ultimate con- 
sumer, its purposes have been served. The contents are 
‘onsumed and the container destroved. Sales rise and 
fall to some extent with the shifting tides of general 
husiness and public purchasing power but they have 
shown stubborn resistance to depression influences. 

Between 1929 and 1932 aggregate output of tin con- 
tainers, for example, showed a maximum decline of only 
10 per cent, as compared with a drop of 50 per cent in 
all industrial production. The decline in the output of 
glass containers and paperboard, although more pre- 
nounced than in the case of cans, was substantially less 
than the slump in general business. Demand for tin 
containers, under all conditions, is accorded a greater 
measure of stability owing to the fact that about two- 
thirds of the annual output is in the form of packers’ 
cans used for soups, peas, tomatoes, corn, beans, etc., 
consumption of which is least affected by depression in- 
Demand for all containers, however, is strongly 
depression-resistant because they are widely used for 
packing and shipping merchandise of the consumer goods 
type, not subject to the more extreme cyclical variations. 
Although the division of the container industry into 


fluences. 
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BY MONROE E. MARSHALL 
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three major groups is well defined, in recent years the 
corporate division of the industry has become less de- 
fined, as activities of various companies, formerly iden- 
tified exclusively with one group, have shown a growing 
tendency to expand and overlap one or both of the other 
divisions. Makers of bottles and other glass containers 
have added tin containers to their line; manufacturers 
of crowns and closures have invaded both the tin and 
glass fields; and the leading manufacturer of tin cans 
is rapidly attaining large scale production of the latest 
tvpe of paper containers for retail milk distribution, 































































































































































Courtesy American Can Co. 






Loading cans for shipment to the packer. 
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‘tion, which in itself is a large-volume industry. 


Cans in 1938, 





Both inter- and mtra-group com- 
petition is exceptionally keen. In 
both the tin and glass divisions, 
jovever, industrial leadership is 
concentrated with a comparative 
jndful of well established com- 
panies, with the result that competi- 
‘ion, although intense, is limited to 
; jatural business rivalry and rarely 
naches the price-cutting stage, or 
other cut-throat antics. The paper 
livision, however, is compelled to 
apport a fairly large margin of ex- 
vessive productive ‘apacity, a con- 
iition which frequently reflects itself 
in price-cutting, usually when vol- 
ume is falling off and producers be- 
wme hard pressed to move inven- 
tories and maintain plant efficiency. 
\s a consequence the earnings rec- 
ord of paperboard makers has been 
yottier than that of either the tin 
or glass divisions. 

Of the three groups, the tin con- 
tainer division is the largest. Aver- 


Company 


American Can 
Continental Can 

Crown Cork & Seal... 
McKeesport Tin Plate... 


Anchor Hocking Glass. . 
Hazel-Atlas Glass 
Owens-Illinois Glass. .... 
Thatcher Mfg. 


Container Corp 

Robert Gair. . 

Gaylord Container : 
Hinde & Dauch Paper... 
National Container. . 
Sutherland Paper 

United Paperboard 


ended May 31, 1938. 


——-Net Income———— 


1929 


do.2 


“Based on present capitalization. 


d—Deficit. 


Leading Container Companies—1929? and Today 


Recent 
Price of 
Common 


Divs. 
Paid 
1938 


———Earned Per Share*—. 
(millions) 
1937 1938 1929 1937 1938 
Tin Containers 

17.9 13.6 8.02 
8.9 7.1 3.35 
1.6 1.2 1.95 


0.9 do.7 3.81 


4.00 96 
2.00 38 
0.50 26 
0.50 11 


6.08 
3.06 
2.16 
1.26 


4.35 
2.17 
1.37 
d0.93 


Glass Containers 
1.2 0.75 4.05(p) 
2.9 2.2 4.81 
9.4 5.4 2.40 
1.1 0.7 3.28 


0.45 23 
5.00 109 
1.50 67 
1.50 20 


1.24 
6.67 
3.51 
4.47 


0.68 
4.97 
2.02 
2.12 


Paper Containers 

0.03 1.23 2.28 

d0.02 (b) Nil 

(a) 1.8 0.9 (a) 2.76 
0.5 1.5 0.6 0.73 3.55 
0.2 0.3 0.1 0.57 0.94 
0.4 0.8 0.6 1.29 2.80 2.04 1.60 25 
0.04 NF do.32 d0.15(c) NF None 4', 


(a)—Formed 1937. (b)—Reorganized 1932. (c)—Fiscal year 
p—Predecessor company. NF—Not Available. 


0.30 11 
2% 
1.00 12 
1.00 11 
0.38 @.50 5 


0.04 
d1.03 
1.11 
1.29 


0.7 1.8 


(b) 0.6 None 





age annual output of tin cans is 

nearly double that of glass containers. Tin cans are 
favored by two conditions. Unit prices are low and they 
are still the most widely used medium for food distribu- 
Ap- 
proximately, 60 per cent of all sales of tin containers is 
accounted for by food products, not including milk and 
ber. In 1937 (latest available figures) the Department 
of Commerce reported that of total can sales in that 
year, packers’ cans accounted for 9,593,000,000; beer 
cans, 629,000,000; milk cans, 2,000,000,000; and miscel- 
lneous uses, 4,155,000,000. The latter group includes 
the so-called general line cans used for packaging a wide 
variety products of which oil, paint, tobacco, coffee, 
candy, crackers and tooth powder are typical. Use of 
general line cans has been steadily expanding in recent 
years, but for the industry as a whole the outlook is for 
moderate and gradual growth, rather than large scale 
«pansion. Research, however, plays an active role in 
the activities of leading can makers and conceivably new 
\ypes of cans and packing processes may be developed 
loa point which would appreciably accelerate the rate 
of growth. 

The manufacture of tin containers is dominated by 
(wo leading companies, American Can, which accounted 
lor about 46 per cent of the dollar volume sales of all 
and Continental Can, whose share was 
about 24 per cent. Less than 10 per cent of the total 


was shared by Crown Cork & Seal, National Can and 
Owens-Illinois Can, with the balance being thinly dis- 


tnbuted among small local concerns. National Can was 
merged with McKeesport Tin Plate Corp. in 1937, while 
Owens-Illinois Can is a subsidiary of Owens-Illinois 
Glass. Crown Cork & Seal, the leading manufacturer 


a crowns and closures for cans and bottles, broadened 


ils activities in 1936 to include the manufacture of both 
slissware and metal containers. Thus far, however, the 
tompany’s progress in both of these new fields has been 
slow and contributions to earnings have been restricted. 
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McKeesport Tin Plate is the fourth largest domestic 
producer of tin plate and the third largest manufacturer 
of metal containers, although ranking far behind Con- 
tinental Can Company has been handicapped compe- 
titively by the lack of up-to-date equipment. It is rather 
apparent, therefore, from the foregoing that investment 
participation in the metal container industry may be 
best obtained through the medium of the shares of 
either American Can or Continental Can. 

Both American Can and Continental Can have long 
records of consistently profitable operations to their 
credit. Profits were shown by both companies, even in 
the darkest of depression years, and dividends have been 
paid without a break for ten years or longer. Both com- 
panies are considered to be the lowest cost manufac- 
turers of tin containers. Even so profit margins per unit 
are extremely narrow. Volume determines earnings. 
Thus, with about 70 per cent of tin container market 
concentrated in two entrenched companies, there is little 
in the industry to attract new competition, or scart 
likelihood that the compeitive position of either company 
will be seriously challenged by existing competition. 

The manufacture of tin containers is largely a me- 
chanical process and the item of labor costs does not 
bulk large, averaging about 10 per cent of sales. Tin 
plate prices are the most important factor in costs, aver- 
aging about 60 per cent of selling prices of tin cans. Tin 
plate prices, however, are quoted on a quarterly basis 
and container manufacturers have in the past been able 
to make prompt adjustments of any changes with their 
customers. 

Can makers are now approaching 
of production. The three months July through Sep- 
tember normally account for about 50 per cent of an- 
nual sales, a seasonal concentration which reflects the 
extent of the industry’s reliance upon the food and 
vegetable pack. Last year, as a result of unusually 
favorable growing conditions, (Please turn to page 419) 


their seasonal peak 
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As the Trader Sees Today’s Market 


— Price Trends as Check on Fundamentals 


— Seven Groups and the Market 


BY FREDERICK K. DODGE 


= dividend payments affect the stock market they 
do not forecast the price level; on the contrary, the mar- 
ket has a way of discounting directors’ decisions in gen- 
eral long before they are made. The prices we see today 
are the latest judgment of the prospective worth of equi- 
ties—worth not only as capital assets but as income 
producers. If market action can be correctly interpreted 
it supplies a picture of the trend in fundamental condi- 
tions well before the trend becomes visible, before the 
accrual of earnings which will later become the deciding 
factor in dividends. 

This element of timeliness means the difference be- 
tween an effective and a grouping policy toward income 
from common stocks, whether or not the investor is also 
trying for capital growth through portfolio changes. 
Even those who are completely skeptical toward chart 
formations and other formalized methods of interpreting 
market action can at least profit through familiarity with 
the background of prices. For prices, after all, are the 
definite and tangible test of the accuracy with which 
fundamental conditions are judged. 

Consideration of the technical position of each group 
will therefore be undertaken as an important adjunct to 
the mid-year Dividend Forecast. The chart on the oppo- 
site page shows the action of seven individual groups 
compared with that of the market as a whole over the 
past year. This period includes the last of the rally 
which began on June 20, 1938, and the first part of the 
upmove beginning in the middle of July, 1939. It shows 
the market average making a series of descending tops 
from last October onward and breaking the September 
lows in April of this year. At just over 50, however, the 
broad average of 316 active stocks, uppermost line in the 
chart, held at its lowest point this year 614 points above 
its low in March, 1938. 


Machinery Issues Volatile 


The Machinery group made its high in November 
rather than October, but duplicated the pattern of de- 
scending tops formed by the broad average. Its April 
low of 83.3 was less than 6 points above its 1938 low, 
thus failing to show resistance to the decline as robust 
on a percentage basis as the average. It will be noticed 
too that the June rally top in this group was below the 
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bottom of the September break and that from the July 
low considerable ground remained to be covered in order 
to penetrate the preceding intermediate peak. The group 
is a highly volatile one, however, and conclusions as to its 
technical record must be brought up to date frequently, 

The trend of the Business Machines group over the 
past twelve months has been definitely downward, ée- 
spite the encouraging action of one or two individual 
issues contained in it. The tops in September and Octo- 
ber were lower than that in August, whereas the market 
average rallied strongly above its August top. Further 
more, the low of 118.0 in the week ended July 1, 1939, 
broke the 1938 low of 120.2 and the 1937 low of 1354 
This is the only group which after making a bottom i 
April of the current year followed by dropping to: 
lower level in July. The poor technical action is u- 
doubtedly due in some part to the dependence of thi 
industry on foreign markets, and the period of wa 
scares may end without warning thus easing the pres 
sure on the office equipments, but until some improve 
ment becomes apparent in the market for these stock 
it will be necessary to allow for the special factor ¢ 
European unrest in predicting dividend policies. 

The Rail Equipment group was one of the few able 
to go through to a new high in the closing week of 1938 
It thus presents a perfect head and shoulder pattern, tht 
left shoulder in November, the head at the turn of the 
year, and the right shoulder in May. It will be noticel 
that both the right shoulder and the right armpit at 
lower than the left—a sign of weakness somewhat greattt 
than the ordinary according to most chart readers. Tht 
implications of the formation, however, could very wel 
have been fulfilled by the drop already witnessed an! 
need not be taken as bearish in the current picture. 

The descending tops in the Agricultural Equipmet! 
group are very obvious. After making three tops actos 
which a ruler can be laid the June rally was disappoit 
ing, but not much more so than the comparable actio! 
in the broad average itself. This was another group !? 
register a lower nadir in 1939 than in 1938. 

Public Utilities had the distinction of holding abov? 
the September lows this spring and also of holding stub 
bornly above this year’s April lows in the reactiols 
which came subsequently. It is interesting to see thal 
despite suspicions that inflation might be once agt!! 
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edging its way into the forefront as a market factor the 
utilities which have little to gain and much to lose from 
nflation have been giving one of the more bullish mar- 
ket performances. The level around 50 is about the same 
at which the downtrend in 1937 halted before continuing 
in 1938, which may give the group some trouble in get- 
ting through, but the formation to date is encouraging. 

Rails came within half a point this year of equalling 
the high point registered in 1938 but were turned back 
along with weakness in the general market. The low in 
1937 was 16.2 (following a high of 48.6), in 1938 it was 
10.6. and in 1939 it was 10.9. For several months the 
group has given signs of being rather thoroughly liqui- 
dated. Few equities among the rails are logical dividend 
payers, but the technical indications are in favor of 
improvement in the industry. 

Most spectacular market performers of all the groups 
considered are the Aviations. The yearly price ranges 
have been as follows: 1937—high 178.0, low 73.4; 1938— 
high 182.7, low 75.2; 1939 to date—high 182.7, low 128.2. 
The all-time high for the group came at the exact end 
of 1938, thus accounting for the similarity in upper lim- 
its of 1938 and 1939. In common with the utilities, the 
Aviation group held without breaking its September lows 
this year, but it held by a very wide margin. The mark- 
down since January has apparently been in response to 
general market and technical factors, and it might safely 
be assumed that its extent has been sufficient to permit 
the group to go ahead once more when conditions be- 
come more favorable. Over the past few months the 
action has resembled consolidation and possibly some 
scattered re-accumulation rather than large scale dis- 
tribution. The principal test of a technical nature, how- 
ever, will come when previous resistance levels are 
attempted. 

As general background for this technical considera- 
tion of the individual groups it should be noted that 
charts are always likely to look bearish when the market 
has been going down. Such groups as Business Machines 
or Agricultural Equipment, for example, might give the 
impression that dividend reductions are nearby proba- 
bilities. That this is not necessarily the case is shown 
vividly by past experiences when the turns for the better 
in both earnings and disbursements came while stock 
prices were little above their lows. It will be particularly 
illuminating to watch these groups over the next few 
weeks as prospects for autumn business play a heavier 
part in the picture. The market has been accused of 
tardiness in registering the outlook, but the chances are 
that strength in July (if not subsequently canceled) 
means better earnings in October. 

Investors searching for technical verification of the 
apparent fundamental trends will frequently find it 
worth while to go beyond group action and into that of 
individual issues. At times a certain group will move 
in complete harmony, but there are other times when 
one or two companies run into difficulties, competitive 
or otherwise, which send their stocks off at a tangent 
from those of other companies in the same industry. 
Conclusions drawn from group action can then be some- 
what misleading over the short term. The only way 
around this difficulty involves a considerable amount 
of work in studying the action of the issues in which 
one is particularly interested, but the reward will be 
substantial in relation to the effort required. 
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Appraisal and Special 
Mid-Year Dividend Foreeast 


Part |— Machinery, Machine Tools, Elec- 


trical Equipment, Aviation, Farm, Business 


and Rail Equipments, Utilities, Railroads 





\\ HATEVER doubts and un- 


certainties there may be in 
Europe and in domestic poli- 
tics, business activity in the 
first half of this vear averaged 
far above that in the first half 
of 1938 and the trend, turning 
for the better from the reces- 
sion low of April, is now point- 


ing up. This is reflected favor- INDUSTRY COMPANY 

; cae ; A— Active, further progress indi- 1—Good earning power; 
ably in a majority of the half- cated. stantial gains indicated. 
year corporate earnings state- B Active, further progress may 2-1 


ments now coming to hand. 
Despite the lapse of the un- 
distributed earnings tax. there 
is a tendency toward reason- 
able liberality in dividend 


C-Depressed, prospect for re- 
covery favorable. 


D—Depressed, no nearby im- 


Two fundamental factors, the industry and the com- 
pany itself, are used to form our ratings. 
letters, A, B, C, D, are used in connection with the 
industry according to the current and prospective 
activity in the field. These letters are not con- 
cerned in any way with individual companies. The 
numbers, |, 2, 3, 4, are used for rating the company 
on its earning power, current and prospective. 





Pp t in 
pected. 
e slow. 


provement indicated. 


3—Gain in earning power may 


4—E£arnings outlook unfavor- 
able. 


this page. Part IT in the issue 
of August 12 will cover Motors 


The and Accessories, Foods, Meat 


Packers, Sugars, Liquor, Steels, 
Movies, Tires, Tobacco and 
Chemicals. Part III in our is- 
sue of August 26 will cover 
Metals, Oils, Building Materi- 
als, Merchandising and Miscel- 
laneous Industries. 

The tables are accompanied 
ex. by our investment ratings, ex- 
planation cf which is presented 
above. As an added _ service 
feature, issues favored for safe 
income are marked with a star 
symbol; issues favored for cye- 


sub- 





policy, especially on the part 

of strong companies well fortified 
with cash. Increased or resumed 
dividends greatly exceed reduced or 
omitted dividends. Barring war, 


this trend should continue. 

Part I of our Mid-Year Dividend 
Forecast is here presented, covering 
the industries listed at the top of 


lical appreciation potentialities 
with a dagger symbol; and _ issues 
which have paid substantial divi- 
dends for ten consecutive years or 
longer with an asterisk. 





iquipment Prospects Vary 


Machine Tools and Electrical Equipments in Best Position 


' —_— the recovery trend is 


most firmly established, and furthest 
along, in industries catering directly 
to the consuming public, some capi- 
tal goods industries are getting the 
benefit of considerable indirect stim- 
ulation. Moreover, some are di- 
rectly helped by armament spending 
and in several there is a_ special 
growth factor permitting a degree of 


392 


recovery out of line with the trend 
of our aggregate volume in capital 
goods. In the important machinery 
and equipment industries, the best 
prospect appears to be for machine 
tools and electrical equipment with 
the picture for farm and railroad 
equipment less clear. 

Orders flowing into manufactur- 
ing industries began a strong upturn 


in May, as shown by composite data 
collected by the Natiowal Indus 
trial Conference Board; and there }s 
ample evidence that the best situ 
ated equipment manufacturers were 
in the vanguard of this movement. 
For instance, machine tool orders !! 
May were 41% higher than in April 
Reports on June orders from such 
leading companies as General Elee- 
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Westinghouse Electric and Na- 


tric, , 
tional Cash Register showed a con- 
inuation of the May improvement 


which can be safely taken as fairly 
representative of conditions in the 
general field of equipment or cer- 

tainly of the better situated divi- 
sions thereof. 

Machine tool demand in May was 
the highest for any month in twenty 
years, With the exceptions of De- 
cember, 1936, and April, 1937. No 
doubt this reflected a strong export 
demand incident to foreign arma- 
ment programs, especially that of 
Great Britain, as well as considerable 
business growing out of our own 
armament program. That is far 
from the whole story, however, as 
the phenomenal performance of this 
industry as early as 1936—before 
our re-armament program was 
launched and when British arma- 
ment spending was less than one- 
third of its present volume—clearly 
reflected a special growth factor 
other than armaments. The answer 
probably is pressure felt by manu- 
facturers to trim unit producing 
costs as far as possible in the effort 
to balance cost-raising tendencies of 
Federal tax and labor policies in 
recent years. Despite cyclical vari- 
ations, this force will continue for a 
long time to come; and there is still 
an enormous accumulated obsoles- 
cense in existing machine tool fa- 
cilities to be made up in future. 

It is not surprising that industrial 
demand for machinery centers most- 
ly on equipment which will pay for 
itself over a fairly short time in cost 
savings, and which involves no ma- 
jor investment outlay. The makers 
of heavy machinery are nowhere 
near the domestic volume of 1936- 
1937, when construction of new steel 
mills was a dynamic stimulus, al- 
though fairly 
good, 

In electrical equipment recent 
Weeks have continued the improve- 
ment in demand begun around late 
April. On the basis of indications 
for June, Westinghouse bookings in 
the first half of this year appear to 
have been some 30% higher than a 
year ago, while the gain for General 
Electric is placed at approximately 
32%. In this field revival in house- 
hold equipment demand is setting 
the pace, although capital goods 
lines are also showing an upturn. 
The industry still has some long- 


foreign business is 


term growth ahead of it and the 
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Position of Leading Equipment Stocks 


Machinery and Electrical Equipment 





j Earned ~~ Share Price Range 
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st half Recent Divi- Market 
Company 1938 {9398 High-Low Price dend Rating COMMENT 

Allis-Chalmers.... 1.44 -40(f) 4834-28 38 1.50(3) A-2 Continuance of present 25¢ quar- 
pon =, expected, with 

*Am. Mach. &Fdy. .89 50 1534-11 13 .80 B-3 Slightly wider divd. coverage 
indicated. 

Babcock & Wilcox d4.60 def. 291-14 21 081, A-2 Losses tapering off and may soon 

(s) disappear, but dividends not in 
immediate prospect. 

Black & Decker. .. -76(k) = 1.00(k) 2214-14 19 -50(g) B-2 Sales in June quarter 30% above 
year ago; dividends should grow. 

| a ae .01 def. 1714-8 10 B-2 Trend is improving, but dividends 
unlikely. 

Bucyrus-Erie...... -20 -15 1514-7 9 A-2 Earnings up slightly; further gains 
needed to bring dividends. 

Gilled.... a Ree d.cs NF 30-16 22 -25(g) B-2 Recovering profits should bring 
divd.s, possibly before year-end. 

Caterpillar Tractor. 1.41 1.08A 55-381 45 2.00(3) B-2 Dividends will probably equal 
last Year’ s and should be earned. 

Chao. Pneu. Tool. -16 .05 2014-10 14 “B- 3 No important gains in first half but 
_ comparisons should improve. 

Cutler Hammer... 4.46 336A 241-1358 19 C-2 Red figures have finally toned te 
black; dividends dependent on 
continuance. 

Elec. Stor. ‘Bat ... 1.04 NF 305-231 29 2.00 C-2 With volume considerably higher 
earnings are growing and divi- 
dends should continue. 

En Cell-C ° Corp. - We -38(f) 2414-1414 20 -60(s) B- 2 1939 divs. may exceed last year’ $s. 

Fairbanks ‘Mone ; -83 NF 431-24 33 .25(s) A-2 Dividends passed a year ago may 
be resumed this year; profits up. 

Food Machinery. 1.55(k) -76(1) 3534-21 33 1.00 B-2 Steady dividends expected with 

A earnings turning upward. 

Foster Wheeler... . -18 .10 2934-1414 20 B-2 No dividends in prospect for 
near future. 

tGeneral Electric. . 96 57A 445-31 39 903) C-2 Orders continue good, earnings 
show some lag. Dividends may 
increase. 

Ingersoll Rand.... 5.20 NF 119-86 106 5.50(3) A-2 Payments this year should equal 
last year's; will probably be fully 
earned. 

Link Belt. Dee aecins 1.33 +22(f) 47-3114 37 1.25(3) B-2 Fovenble industrial ‘trend should 
enlarge profits in second half; 
dividends will hold. 

Mesta Machine. 2.91 NF 3914-25 32 3.00(g) B-2 ‘Dividend rate ‘recently ‘cut to 95¢ 
quarterly, but extras may be paid 
later. 

Monarch Mach. Earnings and dividends headed 

1 1 Seneca 2.14 1.16A 23-14% 20 1.25(g) B-2 moderately higher. 
tMyers(F.E. & Bro.) 4.115) 1.86(m) 51-45 49 3.00 A-2 Small extra paid in 1938 should 
te repeated or enlarged. 

Nat'l Acme...... .37 22A 8 15%-9% 12 -25(s) B-2 Another year-end dividend will 
depend on motor industry. 

Nat'l Supply..... 4.79 def. 154-6 9 B-3 Profits may be restored in second 
half, but dividends unlikely. 

Niles-Bement-Pond 4.88 NF 6414-4194 55 2.00 B-2 Regular rate should continue. 
Paid extra in United Aircraft stock, 

Square D 1.17 B9A 3014-1814 29 -75(g) C-2 1939 dividends should exceed 
last year's. 

United Eng. & Fdy. 3.82 NF 334%4-255%4 30 2.50(3) A-2 Haag business supporting regu- 
lar $2 dividend rate. 

Van Norman 1939 earnings shown ler 24 

Mach. Tool... 3.41 1.39 28-20 23 1.80{3) B-2 weeks; below year ago but should 
gain. 

Walworth. . d.99 def.(f) 94-4 6 A-3 Loss in first quarter followed by 
some improvement. No divds. 

Wayne Pump... 3.68(m) 1.41(0) 3234-2014 26 2.50(g) B-3 Regular $2 dividend rate should 
be maintained, with extra possible. 

tWest Elec. & Mfg. 3.38 2.37A 120-8214 110 2.50(3) C-2 Continued gains in bookings will 
mean jump in earnings and dvds. 

Weston Elec. Instr. 71 «24(f) 2054-1014 17 -50(g) C-2 Year-end dividend expected later 
and should equal last year ‘s. 

Worthington Pump 42.36 i def. 2314-1014 16 A-3 Operations and earnings improve 


ing, but common dividends not 
imminent. 
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cyclical prospect, barring temporary 
war shock, appears definitely favor- 
able. 

Business equipment makers car- 
ried over a considerable volume of 
orders into the early part of 1938 
and felt the effect of the slump most 
keenly some time after it had be- 
come apparent in other lines. First 
quarter comparisons this year were 
therefore handicapped, and though 
orders have picked up earnings are 
still under the influence of the time 
lag normal in the industry. Gains 
should be clearer in the latter half 
of the year and should support divi- 
dend policies fully as generous as a 






























































year ago. Foreign business is im- 
portant, however, and dependent on 
furopean peace. 

The demand for railroad equip- 
ment has been disappointing over 
recent months. Orders for loco- 
motives and freight cars to date in 
1939 are far above those of a year 
sarlier, but still below levels which 
‘an be considered either normal or 
profitable for the majority of build- 
ers. Parts and equipment going into 
maintenance are making a_ better 
showing, and it is noticeable that 
the trend toward building cars in 
the roads’ own shops is continuing. 
Starting with the current month 
railroads will undoubtedly devote a 
larger proportion of their increases in 
gross to maintenance and renewal 
of equipment, but the pickup in 
revenues must continue for some 
time before it can restore the for- 
mer earning power of equipment 
builders. Dividends in 1939 are likely 
to continue small and scattering. 

Farm income for 1939 is now esti- 
mated at $8.1 billion, or about 1% 
higher than in 1938. The cause of 
the increase despite lower prices for 
agricultural products is the Govern- 
ment contribution in the form of 
benefit payments. The competitive 
situation is perhaps tenser than us- 
ual in a highly competitive industry 
because of the current drives for 
low-priced tractor business. A year 
ago, however, the price structure was 
none too satisfactory and the out- 
look now is at least for stability. 
Sales of machinery have now de- 
finitely established a better trend 
than a year earlier, but since fiscal 
years in this business end generally 
in October, neither profits nor divi- 
dends are expected to grow substan- 
tially in the current period. Longer 
range outlook is more favorable. 





394 




















































































































a 
ese e e 
Position of Leading Equipment Stocks 
Business 
— ie Earned Per Share Price Range a 
1st half 1939 Recent Divi- Market 
Company 1938 1939E High-Low Price en Rating COMMENT 
is iss 3 gia EEE 2 MOI, PER VO Sais Nee ANAT 
Addressograph- Second quarter better than first, 
Multigraph 1.20 -80 2710-191, 21 1.40 B-3 35c quarterly dividends reason. 
ably secure. 
: lant creas BEE spent Ee __|_ eS 
Burroughs Adding. 54 -40 1834-11 14 -50(g) B-3 Second half should improve ove 
year ago. 10c quarterly divi. 
eee ee cee dends may be supplemented later, 
**int'lBus. Mach. 10.63 5.25 19534-155 186 6.00 B-3 Profits rising, dividends will con. 
ee Dios i ae tinue generous. Extras in stock, 
Nat'l Cash Register 1.47 -73A 261/4-161/2 20 1.00 B-3 Earnings sustained despite threats 
; nar to foreign income. 
Remington-Rand 2.36(a) -59(a) 1714-1014 12 -90(g) B-3 Dividends dependent on domes. 
Seen ae slicer ets aa 9 ; tic and foreign pickup, 
*Royal Typew.. 4.70(b) 5.50(b) 71-45 56 3.00 B-3 Coverage of dividend increasing 
ts eeret sets ee ese gradually, 
Telautograph ws 51 .15 614-41 5 -50(g) B-3 Earnings have not yet reversed 
eee es = a downtrend, 
Underwood-E-F... 2.41 1.17A 66-44 51 2.50(g) B-3 Second half should widen divi. 
a __dend coverage over year ago, 
Railroad 
rm Brake hse ; 1.03 1.01A 541%9-315/4 a1 of 1.00 C-2 Earnings running more than double 
year ago, 25c quarterly dividend 
Am. Car & Fdry.. d2.12(c) d6.15(c) 35-1714 24 C-2 No dividends until railroad bay. 
ASAE ANA tees, — ing restores profits. 
Am. Locomotive.. d4.90 NF 3034-143/g 20 C-2 Despite some gains in volume, 
first quarter was in red. Divi- 
Ce ees aa — dends not imminent. 
Am. Steel Fdries.. d1.47 d .09(f) 41-201, 28 -25(g) C-2 Loss sharply reduced in first half, 
Sco aa ee Se ae but no dividends expected. 
Baldwin Loco... d1.09 d1.53(f) 1734-914 13 C-2 Orders have been running ahead 
ee eas Sy of year ago; no dividends near. 
Gen. Am. Trans 2.91 -52(f) 6014-40 52 2.25(g) C-2 Dividends will probably equa 
last year's, though first quartel 
Pe ee eo : profits lower. 
Gen. Ry. Signal d.85 d.33(f) 28-14 19 .50(g) C-2 Dividends problematical until rai! 
ae ay eee buying picks up. 
Lima Locomotive. d3.26 NF 4014-21 30 C-2 Profits on small capitalization can 
grow rapidly when sales recover, 
Nat'l Malleable.. d2.87 -66A 2714-14, 20 C-2 Pickup under way may bring 
ae ; ; dividends later in year. 
N.Y. Air Brake... .66 1.00 4714-27 41 +25(g) C-2 Improving business brings bette? 
prospect for dividends, Recent: 
a ae a ee a 7 ly declared 50c. d 
Poor & Co. “B".. 1.22 .50 1634-8 11 C-2 Arrears on Class A" preclude 
Ee : a a dividends for ‘'B"' stock. 
Pressed Steel Car.. d3.06 d.62(f) 1454-614 9 C-2 No dividends this year, although 
bereaieke vehi y bale See erniS, ae e trend is toward breakeven point. 
ee .60 -20(f) 3934-23 30 1.37% C-2 25¢ quarterly dividends should 
(s) a and may be eared in 
ae 7 = ull, 
Superheater...... 51 -20(f) 3814-22 26 -62% C-2 First quarter profits double small 
< Ce ea: ii? i eee (3) ings of year ago. 
Symington- April quarter showed loss of 3c 
Gould, W.W.. —1.29(i) — def(i) 1034-452 6 -25(g) C-3 against 31c loss a year earlier. 
Union Tank Car... 1.16 NF 2354-2012 21 1.30(g) C-2 30c quarterly dividends should 
oe ae ee ae _ be covered this year, 
West. Air Brake. . -32 25 3134-181, 24 1.01(g) C-2 Earnings will probably cover curs 
Patt bee OUR see eye an ie 5 i rent 12% quarterly dividends. 
Youngs. St. Door .07 .30 3114-17 23 -25(h) C-2 25c payment in June encouras: 
ing; earnings for half up con 
—_ ____ siderably, 
Agricultural 
J. 1. Case 8.89(5) NF 941-66 7 7 5.00(3) B-3_ ‘Dividend expected before end ot 
October, but may be smaller than 
_? a so tio ty a be a th, Se, last year's $5. pee. 
Deere & Co... 2.43(5) 2.40(j) 24 -15%4 21 1.35(g) B-3 Duplicate of 1938 payment like. 
ley. ioe as y, as earnings are at similar levels. 
tint'l Harvester 3.00(j) 3.00(j) 6654-48 58 2.15(g) B-3 40c quarterly dividends may be 
pnb hs ADRS: cle ted! 5 Sy Se es added to in the fall. 
Minn.-Moline -12(5) NF 634-31 4 ye B-3 Large accumulations on preferred 
pao Rtn oa - ee |. eee ae bar common dividends. 
Oliver Farm -18 NF 30-1514 21 Pere B-3 Despite stronger quick assets, 


dividends are not imminent. 





NF—Not available. E—Estimated. A—Actual. (a)—Year ending March. (b)—Year ending July, 


d—Deficit. (f)—March quarter. 
(i)—Year ending October. 
(n)—Year ending November. 


(c)—Year ending April. 

(i)—Year ending January. 

to March. (m)—6 months to April. 
*Safe Income. {—Cyclical appreciation. 


(s)—Paid_ in 1938. 
(k)—Year ending September. 
(0)—6 months to May. 
*—Substantial divds. over 10 year period. 


(h)—Paid this year 
(1)—6 months 
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Position of 





a major factor in the outlook 
or the railroad industry over the 
ext six months is the probable traf- 
fe volume, an obvious conclusion, 
but justified in order to emphasize 
the fact that many of the carriers’ 
problems with w hich they have long 


truggled would be substantially 
nitigated with any recovery in 


height traffic to more normal pro- 


wrtions. Carloadings in the final 
week of June reached a new 1939 


peak. The favorable implications of 
the June showing, however, are 
gmewhat modified by the fact that 
, heavy concentration of winter 
vheat shipments occurred in that 
month. Also there was some re- 
hound from the sharp contraction 
resulting from the six weeks’ tie-up 
in bituminous — coal production. 
Nevertheless, Class I carriers had a 
mall aggregate profit in June and 
third quarter prospects are definite- 
ly promising. 

More significant than the gain in 
traffic and revenues is the fact that 
0 far this year operating expenses 
lave increased only about a third 
much as the gain in gross earn- 
ings. Maintenance outlays in re- 
cnt months have been considerably 
more generous, but many roads are 
till in a position to carry a large 
portion of any increase in gross to 
net. Financial results for the third 
quarter will show a substantial im- 
provement over a year ago, but 
fourth quarter results will have to 
tand comparison with the sharp 
suns and revenues registered in the 
losing three months of 1938. 

The legislative prospects for rail- 
wads are the least promising aspect 
ifthe near term outlook, and car- 
ters’ hopes of any progress by the 
present Congress toward relieving 
the railroad situation have been 
limmed. Progress likewise toward 
the reorganization of financially a 
essed roads is conspicuous by its 
ibsence. The difficulty appears Pv 
le in reconciling the conflicting in- 
tests of too many factions. 

With most roads considering 
themselves fortunate to earn their 
ixed charges, the railroad industry 


Sin the least satisfactory position 


fom the standpoint of either cur- 
Te 


it or prospective dividends. 
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Leading Railroad Stocks 





Earned a Share One Be Range 






















































































































































































1st half Recent Divi- Market 
Company 1938 _1939E High- . Price dend _ Rating COMMENT 
Atchison... a ; 0.83 d 427-23 30 C-3 Earned about 50. cents for com- 
mon 12 mos. to June 30. Div. 
prospects: uncertain. 
Atlantic Coast Longer term prospects favorable. 
aa . d2.27 1.20 30%e-15 20 C-3 May pay dividend this year. 
Balt. & Ohio. ae d6.04 d 834-434 51% Cc-3 Penage a Chendies bill ill would 
aid appreciably. Gross up. 
Banjor & Ascodeok 0.34 3.50 301%-19 24 2.50 C-3 Outlook only moderately better. 
Finances sound. 
Cosadion Pacific . d0.32 d 614-314 4 C-3 Some improvement in current 
earnings forecast. 
Cent. R. R. of N. ry 415.54 d "9%: 3%, 5 C-4 Outlook ‘doubtful. Readjust- 
ment plan Proposed. 
*Chesapeake & ; Substantial improvement in later 
ae 2.62 0.67(ac) 4014-27 35 2.00 C-2 earnings indicated. Divs. secure 
| re d20. 41 d Wa-% ¥g C-4 Reorganization unlikely in near, 
future. Position of shares dubious. 
Chic. Gt. Wasten d6.61 We-/4 i C-4 Recumetadion may be com- 
pleted this year. Position of 
shares poor. 
Chic. & Northw... d10.63 d 1-34 \% C-4 Summed csengenteation would 
eliminate Present stock. 
Chic., R. |. & Pac. d20.12 d Wy-Vy ¥% C-4 Ultimate reorganization will nec- 
essarily be very drastic. 
Colo. &Southern.. d5.36 d 7-3 4 C-4 Revenues rising but fail to cover 
expenses. Finances fair. 
Delaware & Hud- Railway operations a better 
O6GA....... d10.54 d 2514-121 18 C-3 this year. Divs. doubtful. 
Del. Lack. & West. d2.34 d 814-4 5 C-3 Has failed to earn charges in past 
seven years. 
[ errs ea d8.82 d 2354-114 13/4 C-3 Final reorganization will probably 
eliminate stock. 
Great Northern... 1.09 d 3114-1614 27 C-3 May earn be 2 shee in '39. 
Finances goo 
Illinois Central.... 0.08 d 2034-934 13 C-2 “Prospects good; shares have 
_ speculative promise. 
Kansas City Sou... d1.64 Nil 1112-514 8 C-3 Current earnings running dues on 
par with last year. 
Lehigh Valley.... d2.71 d 5534-212 4 C-4 Outlook very uncertain. Slight 
hope for common. 
Loubville & Nash- Paid $4 ii in 38, Current divs. 
WHS ern ncee ss 2.31 1.00 58-3614 52 2.25{a) C-2 may equal last year's. 
Missouri-Kansas- Neither stock issue likely to show 
, eee d10.53 d 234-1174 134 C-3 earnings for some time. 
Missouri Pacific... d22. 16 d 1-34 ¥% C-4 Reorganization not an early pros- 
pect. 
New York Central. d3.13 d 22344-1234 16 C-2 Current losses substantially lower 
than a year ago. 
N. Y. Chic. & a St. Current earnings upturn impres- 
Legis... d9.55 Nil 2314-101, 17 C-2 sive. Will show good results for 
preferred shares. 
N. Y., N. H. & Any reorganization likely to 
Hartford. . d9. 58 d 14-4 Ye P C-4 leave little or nothing for stocks. 
Norfolk & West. 43. 58 5.10 1951/4-168 192 10.00 C-2 Will pay at least $10 in '39 
Northern Pacific. 1.74 d 1434-7 10 C-2 Prospects favor gradual improve- 
ment. Divs. not imminent. 
Peansvivente Paes 0.84 0.20 24354-1554 19 0.50{b) C-2 Recent gains impressive. Year- 
end div. likely. 
Pere Marquette... d7.64 d 17-758 12 C-2 Revenues higher in response to 
large auto shipments. 
Reading eee 0.35 0.10 1834-1014 13 1.00 C-2 Will probably maintain present 
dividen4 rate. 
Sectinn Pacific. . 1.81 d 21544-1014 15 C-2 ~~ Full year’s results likely to be sub- 
stantially in the black. 
Suction Rellwey. d2.69 Ni! 2314-1114 18 C-2 Fixed charges covered in first 5 
mos. Outlook good. 
*Jnion Pacific... 6.62 1.90 104-8114 100 6.00 C-2 Continuation of present $6 div. 
ikely. 
Western Maryland d1.94 d 414-234 3 c-3 Finances good; prospects fair. 





(a)—Paid this year. 


(ac)—Actual earnings. 


*—§ubstantial dividends over 10-year period. 


(b)—Paid in 1938. 


(d) Deficit. 





(E)—Estimated. 





Position of 


a sharply from the tem- 
porary setback caused by the stop- 
page of bituminous coal production, 
output of electric power for the week 
ended July 15, rose to the highest 
level for 1939 and the figure of 
2,324,181,000 was the third “highest 
on record. It is confidently ex- 
pected that before the end of the 
summer power output will have set 
a new high record. 

In terms of earnings, this pros- 
pect augurs favorably for an increase 
of from 10 to 15% in the net income 
of the electric power industry as a 
whole. Net income in the first 
quarter was about 8% higher than a 
year ago and the expectations are 
that the gain in the second quarter 
will exceed 15%. Last year power 
output began to turn upward the 
second week in June and continued 
to rise steadily throughout the third 
and fourth quarter. It is probable, 
therefore, that the percentage of 
comparative gains this year will 
tend to narrow during the final six 
months. 

Aside from the rising consump- 
tion of electric energy, earnings of 
the industry will be additionally fa- 
vored by the substantial savings 
which many companies have been 
able to effect in fixed charges. The 
utility industry has been in the van 
of large-scale refunding operations 
over the past several years, taking 
advantage of low interest rates to 
retire high coupon bonds. Even 
more important are the well defined 
indications that the six-years’ war 
between the Administration and the 
utility industry has at least reached 
an armistice. Particularly signifi- 
cant was the elimination by Congress 
of provisions in the emergency relicf 
appropriation act of 1939 for the 
granting of loans for the construc- 
tion of public projects in competi- 
tion with existing industries, except 
for municipal power plants in com- 
munities not adequately served at 
“reasonable rates.” Congress has 
also placed definite financial limita- 
tions on T V A. Similar limitations 
may be placed on other Govern- 
ment power projects. 

Most of the dividend-paying com- 
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Leading Publie Utility Stocks 



































































































































Earned PerShare Price Range ne 
1st 6 mos. 1939 Recent Divi- Market 
Company 1938 1939 High Low Price dend Rating COMMENT 
Amer. & For. Power d8.66 d8.64(b) 3% 2 2% B-3 buy nn uaa but common 
y, 1.60 B-2 Refunding operations result i 
* Amer. Gas & Elec. 2.23 2.33(c) 40% 31 33 fo aan ee Mo in 
1.20 B-2 Further earnings gains likely 
Amer. Lat. & Trac. 1.47 1.57(c) 18 13 17 oe likely 
y a : B-3 Earnings currently better, Pl, 
Amer. Pwr. & Lgt.. d0.08 0.13(e) 7 3¥6 5 . a 
9.00 B-2 Connections and earnings a 
*Amer. Tel & Tel. 8.16 8.99(c) 170% 148 166 te agg a rag ae © 
Amer. Water Works 0.38 0.48(b) 14% 8% 11 B-3 Cooniaes dale Set Seam divi. 
i 5 - 0.25(a) B-2 Economies aid earnings. May 
Brooklyn Unien Gas 2.25 1.70(e) 253% 135% 26 ° — pocgpen l id oe ‘ 
= ae Outcome under Public Utility 
— . oo, 0534 0.39(b) 9 5% 7 ee B-3 Act still uncertain. Divs. remote 
Large scale bond conversion u- 
— «+ a7 1.35(e) 30% 255% 30 1.60  ~—B-2 er way. Dividends secure. a 
: More restricted activities by 
“3 a ... 0.09 0.15(c) 2% 1% 1% : B-3 TVA enhance prospects, 
i : B-2 Higher depreciation cuts net 
*Cons. Edison.... 2.17 2.67(b) 35 27 33 2.00 ee Sa 
*Cons. Gas of Balti. 4.06 4.33(c) 803%, 71 80 3.60 B-2 — » Fi aaa No 
*Detroit Edison... 6.16 7.54 12314 103 122 5.00(a) B-2 Will probably pay at least $6 o 
Elec. Bond &Share. 0.18 0.17(b) 12% 6% 9 unas B-3 corm a revamping unde 
Elec. Pwr. & Lot... d0.30 d0.37(c) 123%, 6% 9 nae B-3 Common dividends remote. __ 
.25(#) B-2 Earnings up but dividends wil 
Fed. Lgt.& Trac... 1.98sc 2.28(6) 16% 11 16 0.25(f) —— pode 
A 5 x B-3 Foreign currency depreciation 
Int'l Tel. & Tel.... 1.10 0.35(e) 9% 5% 6 ce s ~~ 
Laclede GasLgt... d3.28 d3.48 13% 7 10 B-3 Common prospects dubious. 
isvi Continuation of $1.50 dividend 
& 4, 
.o on 1.99 2.15(c) 20% 15% 19 1.50 B-3 d — 
- M dertake large scale te 
Nat. Pwr. & Lgt... 1.28 1.15(c) 9% 6% 9 0.60 B-2 pine ng pow aa 
Current dividends should equ! 
N Power et 9.50 0.53(b) 9% 5% 7 ——iO.RSKf) BAR 193 eit 
*North American. 1.55 1.61(b) 26% 185% 24 1.20 B-2 Should pay at least 1.20 this yeu 
aa it ; 
*Pac.Gas&Elec.. 2.48 2.53(b) 343%, 27% 33 2.00 B-3 ee sone despi es 
= i rt t/ 
*Pacific Lighting.. 4.18 4.79(b) 49% 41 49 3.00 B-3 foie west support an exte 
Current dividends may told 
— ™ —s 2.95(b) 405, 30% 37 2.00(a) B-2 $2.50. = oe 
*Pub. Serv. of N.J. 2.34 2.66(c) 393%, 31% 39 1.85(a) B-3 Should pay at least $2.40. __ 
*So. Calif. Edison.. 2.11 0.99%(e) 29 234%, 28 1.3714(a) B-2 = probably continue to 0 
: ; i extras. a 
y ) Ree B-4 Net in March quarter gained 
Stand. Gas & Elec... d2.26 4%, 2% 3 bog a 
i 5 < -3 Heavy preferred areas cloud 
United Gas....... do.51 d0.59(c) 3%, 1% 2 re B ey scones 
i ® -3 Dividends likely to be continue! 
United GasImpr... 0.99 1.00(b) 1314 11 13 1.00 B —-s coy 
Unite’, . af a one: d0.15 d0.03(c) 3 114 114 B-4 Drastic reorganization likely. _ 
Western Union... . d1.57 26% 16% 26 B-3 5 mos. loss lower this year tht 


in '38. Dividends unlikely. 








(a)—Paid this year. (b)—12 mos. te March 31. (c)—12 mos. to May 31. 
*Safe Income. 


(#)—Paid 1938. 
period. 


se—Year ended Sept. 30. 


'd)—Deficit. (e)—Estimated: 
*—Substa vial ca Grlhends over 10-yei! 





mon stocks in the utility group are 
accorded a comfortable margin of 
safety by indicated earnings. In 
some instances a moderate increase 
in the present rate, or year-end 


extras would be warranted. Among 
the common stocks of operatili 
units are a number of attracll'? 
candidates where investment lt 
phasis is on income. 
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STREET 


‘. first six months of the current 
year were the most active in the 
history of the domestic aircraft man- 
yacturing industry. Entering 1939 
vith a large backlog of unfilled or- 
ders, practically all of the leading 
manufacturers have stepped up pro- 
duction and recent estimates place 
the value of total output in the first 
half year at upwards of $80,000,000, 
again of about 11 per cent over the 
ame months a year ago. The in- 
crease over the final six months of 
1988 was even more impressive, 
amounting to more than 40%, 
Heavy deliveries against large ex- 
port orders will accelerate activity 
in the last half vear, with gains in 
output running between 25 and 30% 
over the first six months. For the 
full year the net gain in the value 
of production of airplanes, motors, 
and parts may exceed 40%. 

Heavy export business has been a 
timely factor in sustaining aircraft 
production, until the greater force 
of the proposed enlargement of the 
Army and Navy Air Corps becomes 


Aireraft Output and Earnings Up 


effective. All signs point to sustained 
activity in all branches of the air- 
craft industry for some time to come, 
with the bulk of the business deriv- 
ing from national defense prepara- 
tions, both here and aboard. More- 
over, there appears to be a growing 
disposition both on the part of Cong- 
ress and Army and Navy officials to 
favor some modification in the pres- 
ent restrictions governing the award- 
ing of aircraft contracts, with a view 
to expediting actual production of 
new planes. Mounting production 
promises to be accompanied by 
larger profit margins and increased 
sarnings, with experimental 
bulking smaller in relation to total 
revenues. Increasing plant efficien- 
cy also promises to be an important 
factor in earnings, as leading manu- 
facturers find it possible to introduce 
mass production methods. Mean- 
while, companies doing a large export 
business will continue to be favored 
by the wider profit margins obtain- 
able on this business. 

With the industry as a whole set- 


costs 


ting new records, the showing of in- 
dividual companies will, however, be 
at some variance with the general 
trend. Some companies appear cer- 
tain to show the largest earnings in 
their history; others will be less 
favored, depending upon contracts, 
productions schedules, costs, ete. In 
some instances dividends this year 
will be larger, although here also 
working capital considerations may 
necessitate moderate payments or 


deferred action for some further 
time. 
With the assistance of record- 


breaking passenger traffic in June, 
air transportation, for the first time 
in history may show a small profit 
for the first half of this year. Some 
companies, however, will still be “in 
the red.” but substantially less so 
than a year ago. From the stand- 
point of dividend prospects, this is 
the least promising division of the 
aviation industry, but, significantly. 
traffic is expanding and progress is 
being very definitely made in the 
right direction. 





Position of Leading Aircraft and Aviation Stocks 





Earned Per Save 





Price Range 





COMMENT 


Showing shons competitive gains. Current comings will be higher. 
Current orders tripled. Earnings would justify an early dividend. 
Will probably pay another dividend at year-end. 


Backlog down about $4,000,000 since beginning of yeu. 


Dividends likely to be deferred. 


Current earnings may be moderately lower, but company may 


pay year-end dividend. 




















st 6 mos. Recent Divi- Market 

__ Company 1938 1939 (E) High Low Price dend Rating 
American Airlines. . .... 0.73 0.40 16%, 36 ee A-3 
Bell Aitcratt. A renee 0.33 0.50 36% 19%, 23 ae A-2 
Bellanca Aircraft. . 0.99 NE 5%, 8 0.40(a) A-2 
Boeing Airplane... ... d0.77 NF 344, 1756 25 ne A-2 
Consolidated Aircraft... 9.55 NF 5% 17 21 1.00(a)  A-2 
‘Caiss-Wright 047—:—«< 8S TCO t*«C _ 
‘Douglas... .. 3.76(c) 2.50(e) 78% 56 74 3.00(a) A-2 
Eastem Air Lines... .. (0.85 #$NFO 12% 19 “|| 
Grumman Aircraft... .. . 1.30 NF ea 14% 16 0.25(b) _ : A-2 
ving AirChute........ 2.02 | NF 21% 14% 18 0.60(b)  A-3 
‘Lockheed Aircraft... . 0.67 — 0.75 36% 22%, 28 = A-1 
Glenn L. Martin... . 2.15 _0.89(ac) 39% 27% 36 a ee 
‘North Amer. Aviation. 0.55 0.80 = 19%, 12% 177 0.40(b)  A-1 
Pan Amer. Airways... 0.03 NF 163%, 10% 14 Pee A-3 
iSeny Comp........... 2.46 ~~-~—*4«SO 47m 36 SOA 
Tans, & West Airlin d0.93 d 17 6h 1 nas 
United Aircraft... 2.05 1.38(ac) 42% a _0.75(b) — A-1 
United Air Lines... d0.66 d 13% ™h 13 z 





Full year's earnings will surpass ‘38. 
dividends. 


A-2 = Backiog highest in history. 
Dividends not in sight. 4k oe 
Current earnings at new peak. May pay $2. __ 
A-3 Traffic up; current losses less. Divs. not in prospect. 


Backlog largest in history. Further class A divs. likely. 


Will probably pay further 


a profitable transport unit. Current earnings ahead of 


Paid divs. of 75 cents in ‘38. May pay more currently. 
Paid $1.25 in '38. 
Orders and deliveries currently higher. 
Divs. may be deferred but 


Current earnings up; further divs. indicated. 


Earnings would support some increase this year 
Prospects good. 


will be substantially higher. 





Revenues higher but increased costs preclude early div. resump- 


May increase dividends. 


WE—Dint Avellable. (e)—Peid 4090. (ec) Actusl enenings. (b)—Paid this yeor. (c)—Year ended Mav. 3 (d)—Deficl. (a)—Sin erenthe to May 
31. (E)—Estimated. + 


Attractive for cyclical appreciation. 
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Growing Profits for Penney 





The Reasons Why the Stock Is Rated "Tops", 
Among the Mershandising Issues, 
by the Market 


BY STANLEY DEVLIN 


a the nature of its business, J. C. Penney 
has covered quite a bit of ground marketwise. From a 
1929 top of 10514, it sold down to 13 in 1932. By late 
1936, however, it had bettered its former peak to reach a 
new high of 112% which, though in sharp contrast with 
the performance of most other issues, was not altogether 
surprising for in that same year the company earned 
more than in any other in its history. All of which 
marks Penney pretty definitely as a “growth stock.” 
But it is more than that ; it is a reliable earner and divi- 
dend payer as well. 

There is nothing very mysterious about the company’s 
37-year record of virtually continuous growth or the 
almost uninterrupted record of profits established in the 
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process. Both stem directly from a policy of expansion 
composed in about equal parts of progressive merchan- 
dising, conservative finance and just plain shrewd oppor- 
tunism. As it is constituted today, Penney is the out- 
growth of a single-unit drygoods store which began 
business in a small Wyoming town just after the tum 
of the century. By the end of 1912, the original venture 
had become a chain of 34 stores and by 1924, when the 
company was incorporated under its present title, the 
number of units had grown to 571. Only one subse- 
quent year—1933—failed to witnesses an increase in the 
number of stores operated by the company, and at the 
end of 1938 the total stood at 1,539. 

Handling men’s, women’s and children’s clothing and 
shoes as well as dry goods and miscellaneous lines, and 
emphasizing moderate prices and utility values, Penney 
has long concentrated its efforts in cities of less than 
100,000 population. In recent years, however, it has es- 
tablished “metropolitan” units in such larger centers as 
Philadelphia, St. Louis, San Francisco, Los Angeles, In- 
dianapolis and others, and these stores, of course, carry a 
greater variety and better quality of merchandise. By 
far the greater part of the company’s total sales and 
earnings, however, are still derived from units located in 
smaller cities and it remains essentially a super-success0! 
to the old general store of a bygone era. 

Geographically, Penney is well diversified with repre- 
sentation in every state of the Union from Rhode Island 
with a single store to California with 125. To the extent 
that its operations are concentrated in any one area, 
however, the Middle West is the most important; nearly 
30 per cent of the company’s outlets are located in eight 
mid-continent states. Most of the stock carried by stores 
in this territory, and in others as well, is distributed from 
the company’s main warehouse in St. Louis though ware- 
housing facilities are also maintained in New York City. 
For the most part, stores are leased rather than ac 
quired in fee, and this policy has been of considerable im- 
portance from a standpoint of operating flexibility. For 
though there has been a net increase almost every yea! 
for the past three decades in the number of units com 
prising the company’s chain, it has always been the 
management’s practice to weed out unprofitable stores 
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and to move others to more fa- 
yorable locations as leases expire. 

The bulk of the company’s 
merchandise is manufactured to 
specifications and sold under 
Penney’s own private labels. 
Contrary to the course followed 
by not a few other large retail- 
ing enterprises, Penney has 
steered clear of manufacturing, 
its activities in this direction 
being confined to the production 
of corsets and cosmetics. In so 
doing, it has probably foregone 
sme manufacturing profits but 
it has also saved itself many 
headaches. Management has 
been left free to concentrate on 
problems of merchandising — a 
field with which it is thoroughly 
familiar and in which it has al- 
ready demonstrated its ability 
—and has escaped any tempta- 
tion to expand distributing fa- 
cilities over-rapidly or uneco- 
nomically merely to take care of 
manufacturing output. The company has also escaped 
the bugaboo of labor troubles, typically more prevalent 
among manufacturing enterprises than among those en- 
gaged in retail distribution. By way of giving them a 
financial stake in the company, employees have been 
offered shares from time to time at less than prevailing 
market levels. Bonuses, based on individual operating 
results, provide additional incentive for store managers. 
All and all, the problem of labor costs is minimized by 
the flexibility of the payroll which consists in good part 
of bonuses and pay for part-time employment. 

Punitive state taxation of chain stores has never 
proved as much of a handicap to Penney as it has, for 
example, to some of the big grocery chains operating a 
large number of units in a single state and working on 
extremely narrow profit margins. Like all multiple-unit 
organizations, however, the company stands to gain by 
the recent reversal in the trend of such taxation. At the 
end of 1938 there were 22 states, in which were located 
id4 of Penney’s 1,539 units, with discriminatory chain 
levies. In recent months, however, the Supreme Courts 
of three of these states—Pennsylvania, Minnesota and 
Kentucky in which the company operates 134 units— 
have outlawed the imposts on grounds of unconstitu- 
tionality. Since no additional states have enacted new 
taxes in the past year, it is evident that the popularity 
of the chain store levy is on the wane. Of course the 
threat of a Federal tax has not been entirely eliminated 
and it is expected that hearings on the Patman bill will 
be begun soon after the opening of the next regular ses- 
sion of Congress. From present indications, however, 
it seems extremely doubtful if the measure will even 
reach the floor, much less be enacted into law. 

But chain store taxes or no, Penney has hung up a 
record of earnings for other merchandising organizations 
to shoot at. Not only have profits exceeded the best 
pre-depression levels in every year since 1932, but in the 
peak earnings year 1936 net income was a good 50 per 
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Penney's up-to-date Seattle store, is one of the largest in the City. 


cent above that of 1929. Far and away the poorest year 
in the company’s recent history was 1932 when per share 
results amounted to only $1.57. The following year, 
however, earnings recovered sharply to $5.51, rising 
more gradually thereafter to $7.36 in 1936. Despite a 
further gain in sales in 1937, net declined to the equiva- 
lent of $6.52 per share largely as a result of downward 
price revisions in the closing months of the year. Lower 
unit sales and further price reductions last year brought 
earnings down to $5.40 which, however, represented a 
smaller percentage decline than was typical among other 
concerns even in the relatively stable merchandising and 
consumer goods fields. Penney’s sales for the first six 
months of 1939, totalling $115,654,398, were up almost 
10 per cent from a year ago and actually were slightly 
ahead of the record first half volume of the initial six 
months of 1937, a peak period for general business activ- 
ity and consumer buying power. It is likely that earn- 
ings were between the $1.85 per share reported a year 
ago and the 1937 record first half figure of $2.82, and 
probably closer to the latter than the former. 

Dividend disbursements have been pretty much in 
line with earnings. Total payments last year amounted 
to $4.25 as compared with $5.50 the year before, a peak 
of $7.25 in 1937 and a low of $1.20 in 1932. Present 
regular annual rate is $3.00, payable in 75 cent install- 
ments the last day of each quarter. Year end extras 
are customary and total 1939 distributions will in all 
likelihood exceed those of 1938 by a substantial margin. 

As of the end of last year, Penney’s financial position 
was characteristically strong. Current liabilities of 
$12,804,575 were amply covered by cash alone of $19,- 
938,748, while total current assets amounted to $69,383,- 
796. Inventories, valued at $49,216,748, were down 
more than 13 per cent from year earlier levels. In re- 
flection of the company’s small amount of fixed property 
investment, 81 per cent of total assets were represented 
by current items. Capitali- (Please turn to page 418) 
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The Stockholders Gude 


— Timing Action on Subscription Rights 


— Rating Stocks for Dynamic Growth 


BY J.S, WILLIAMS 


, 0 questions, one major and one minor, confront the 
stockholder who is given the right to subscribe to addi- 
tional stock in his company at a price below the market. 
The big decision is whether to exercise or sell the rights. 
This is completely bound up with investment policy, 
not only in the general sense which dictates the amount 
of additional funds to be put into the market and the 
timing, but policy toward the individual holding and its 
size in relation to other investments. The decision will 
depend greatly upon the level of the market at the time 
as well as upon the investor’s opinion of its future; it 
obviously cannot be made in advance of the actual cir- 
cumstances. 

Having settled the major question, though, the stock- 
holder then must consider the very practical point of 
when to take the action upon which he has decided. If 
the decision is to sell the rights, should they be sold as 
soon as a market for them is established or held until 
near their expiration with a better price the objective? 
If they are to be exercised, is there anything to be 
waiting until the last possible moment? 
Strangely enough, many writers on the subject show no 
hesitancy about answering the question in regard to sell- 
ing the rights; and they confuse the matter by trying to 
make too simple what is really rather obscure. The 
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actually simple and highly important question of when 
to exercise rights they frequently overlook. 

The widely accepted advice in selling rights is to do 
so at the earliest possible moment. This may be when 
they are being traded on a when-issued basis, in which 
case the trade may be subject to later cancellation, or it 
inay be on the first day of trading after issuance. The 
theory behind the advice is that the speculative value 
of the rights is at its highest when the rights have longest 
to run; as they near expiration their value as a call on the 
stock will dwindle. Since the rights actually constitute 
an option on the stock as a certain price good to a certain 
date, this seems reasonable. A_ six-months call on a 
stock is worth far more than a thirty-day call, and an 
option with only a day or two to run is strictly limited 
in speculative possibilities. To take the simplest illus 
tration: a call at the market or just above will obviously 
reach the zero point in value immediately before it ex- 
pires, whereas its worth may have been substantial when 
first issued. 

The theory does not stand up in practice because 
almost all subscription prices today are well below the 
market and rights tend to sell strictly in line with th 
stock upon which they are a call. If the stock declines 
they will also fall; if it rises they must go up too ora 
profitable arbitrage transaction in selling the stock and 
buying rights will quickly bring the two back into line. 
Therefore when the advice is given to sell rights at the 
first opportunity, the owner is actually being told that 
the stock as well as the rights is bound to or likely to 
decline as the subscription period goes on. This is not 
in accord with the facts of recent markets. It is true 
that the announcement of additional stock to be issued 
frequently affects the market for a particular stock, and 
the effect may go on for some time after the rights hav 
been exercised. But the tendency is for an immediate 
discounting, long before any opportunity comes to sel 
the rights. During the subscription period the stock may 
be under some pressure, yet toward the very end of il. 
when theoretically the rights should be lowest, the pres 
sure is likely to be lifted and a rally to carry both stock 
and rights somewhat higher. 

The accompanying chart shows what actually hap: 
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pened to the value of rights issued in the past few years. 
Eight companies—American Smelting, American Steel 
Foundries, Boeing, Eastman Kodak, Industrial Rayon, 
Johns Manville, Sears, Roebuck and Texas Corp.—repre- 
sent a good cross section without any attempt to hand- 
pick the issues, since they are the only ones in THE 
MacazinE OF WALL Srreet’s average of forty market 
leaders which have issued rights since the beginning of 
1937 and which are not affected by other conversion 
privileges. The price of the rights when ‘first admitted 
to trading has been set as the normal, or 100 per cent. 
Each time division across the chart represents a week of 
trading, during which other rights are brought into the 
picture always at 100, and during which variations in 
price are translated into percentage terms. The last 
point shows the average price of the rights on their 
expiration days in percentage of the price when trading 
in them began. 

The conclusion is plain that rights do not tend to 
decline steadily, at least in current markets, and that 
immediate selling is not necessarily the best policy. The 
timing must be based on estimates of the market’s near 
future, in the knowledge that the rights will fluctuate 
with the parent issue, which in turn will probably move 
with the general run of stocks. A simpler answer would 
be desirable, but misleading. 

In the case of rights which are to be exercised, the 
answer to the timing question is much easier. Take the 
case of the man who has received 200 rights entitling him 
to buy 100 shares of stock at 100. The stock is selling 
at 110 and the rights at 5. He has definitely decided to 
use the rights to subscribe to the additional round lot of 
stock. If he does this immediately, his freedom to 
change his mind is of course gone, but he has also 
made an investment which is subject to all the hazards 
of any investment. Putting in his rights worth $1,000, 
together with $10,000 in cash, he has committed a total 
of $11,000 in the particular issue involved. The market 
may run into a sudden dip, war may break out, the price 
of the stock may break to 80, but there is nothing he can 
do to cancel his investment except sell at a loss. If the 
market rises, on the other hand, he shows an early profit. 

If this investor had waited until the very last day to 
exercise his rights he would be sure of any profit that 
might accrue through a rise in the market. In case of 
a break his loss would be limited to the $1,000 value of 
his rights. He retains as long as possible his freedom of 
decision, keeps the possible loss at a minimum and 
sacrifices none of his potential profits. Whether exercis- 
ing rights himself or through his broker, the stockholder 
should see that the action is taken as near the expiration 
date as is practicable. 


The Growth Factor 


The possibilities for future growth within an industry 
ora company are rarely obvious, though subject to 
constant gauging as investors search for the leaders of 
the coming years. The essential difference between an 
aggressive and a defensive long-term investment policy 
is in the stress laid on the growth issues, where the risks 
may be larger but where reasonably successful selection 
more than makes up for occasional mistakes. In the 
past the public used to see “dogs” in the estates of 
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F. W. WOOLWORTH 
Dividend Rate: $2.40 


This is our regular fortnightly investment suggestion to those 
interested primarily in income, safety of principal and sound 
investment standing. Each number of the Magazine contains 
one such selected issue. 


Recent Price: 48 


Founded nearly 60 years ago to exploit what was then 
a radical new idea in merchandising, Woolworth has grown 
to be the largest five and ten cent chain in the world. 


The company's earnings are marked by their stability, 
having ranged over the past decade between a high of 
$4.24 in 1931 and a low of $2.32 in 1932. Last year's figure 
was $2.95 as compared with $3.42 the preceding year. 
Woolworth does not report interim earnings but sales for 
the first six months of 1939 were up 4.2 per cent from a 
year ago. 


Annual dividends of $2.40 per share have been paid 
regularly over the past 10 years, supplemented by a $2 
extra in 1931. 


Financial position at the close of 1938 was strong with 
cash holdings alone in excess of current liabilities and the 
latter covered more than 6!/, times by total current assets. 
Capital structure is simple, 9,703,610 common shares of 
$10 par value being preceded by $10,000,000 of 3 per 
cent debentures and $2,532,825 of purchase money mort- 


gages. 





wealthy decedents, only half realizing that these were 
the attempts that went wrong in the process of building 
up a fortune. The desire to establish tax losses induces 
most men to sell the stocks they hold in bankrupt com- 
panies nowadays, but we may be sure that the same 
efforts to participate in growth are gong on and that 
they bring the same rewards and penalties as in the 
old days. 

Those who feel that our economy has passed the rapid 
stages of its expansion will find the search for growth 
prospects more difficult, though still worth while. More 
than ever it becomes necessary to shy away from the 
companies at the mercy of the business cycle and single 
out those which are either independent, going ahead in 
good times and bad, or which lose less than the average 
in slumps and gain more in the booms, thus getting their 
progress in spurts. Coca-Cola has been a good example 
of independence from the cycle, Monsanto Chemical of 
cvelical gains. 

Unfortunately, past growth is no guaranty of a con- 
tinuance, particularly if the growth has been going on 
for a considerable length of time. When an industry 
approaches maturity its largest factors must almost al- 
wavs be ruled out as unlikely to record spectacular prog- 
ress in the future, and this obviously eliminates many 
attractive investment issues from the search for growth. 
As a practical matter, on the other hand, few investors 
are in a position to know of or appreciate the prospects 
of a company just getting its start and perhaps privately 
owned. The choice is therefore apt to narrow down to 
the smaller sized company (Please turn to page 416) 
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General Mills 


A Reliable Dividend Payer 


BY HUGH 


Ox November 1, 1928, common stockholders of Gen- 
eral Mills, then just another multiple-merger product of 
the New Era, received an initial dividend of 75 cents a 
share. On February 1, 1939, after more than a decade 
of the wildest economic gyrations in the country’s his- 
tory, dividend checks to an amount of 75 cents a share 
were again mailed out to the company’s owners—for the 
forty-second consecutive time. Stockholders must have 
been pleasantly taken aback, therefore, when, instead of 
the customary 75 cent payment, $1.25 was distributed 
last May Ist and 8714 cents was declared payable 
August Ist. 

Does this mean that the company’s long-standing 





Pictures in this article by courtesy General Mills, Inc. 


Rows of these cone shaped bins hold the cleaned wheat 
before it is ground. 
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SUMMERS 


$3.00 annual rate has been upped to $3.50? Quite 
possibly, for in only one year have earnings failed to 
exceed this amount and profits have averaged over $4 
a share annuallly since 1928. It probably also means 
that on May 31st General Mills completed another 
satisfactory fiscal year. Not that earnings skyrocketed— 
flour milling is not that kind of a business—but flour 
consumption remained as stable as usual, competitive 
conditions were better and there was a bumper wheat 
crop. Also, by-product stock feed lines were aided by 
relative price stability and further gains were recorded 
in the packaged foods division. Of course, flour prices 
were down, perhaps enough to pull the company’s dol- 
lar sales volume below the $152,700,000 total of fiscal 
1938. But that is neither here nor there when it comes 
to profits. The latter have never shown any direct 
relation to sales, an anomaly that helps explain Gen- 
eral’s marked stability of earning power. 

Flour milling is essentially a service enterprise. Profits, 
therefore, represent a service charge and vary with com- 
petitive conditions and the size of the wheat crop rather 
than with dollar sales which fluctuate with flour prices. 
Since wheat and flour prices move together, and since 
speculative risks on grain inventories are minimized by 
means of hedging in the futures market, the matter of 
‘arnings is largely one of physical volume and unit 
margins. There are, of course, a number of other factors 
that influence operating results. Government subsidiza- 
tion of flour exports, for example, or retention by farmers 
of varying proportions of the crop each year for live- 
stock feeding. As a general rule, however, the “conver- 
sion factor,” or profit margin, and the size of the crop 
are the principal determinants of earnings. 

It would be a mistake, however, to minimize the im- 
portance of management. There are over 4,000 inde- 
pendent milling enterprises in the United States and, 
while General is more than twice the size of its largest 
competitor, it is by no means a monopoly. Moreover, 
there is less business to go around then there used to be 
for, while flour demand is almost immune to cyclical 
influences and has shown little variation in recent years, 
annual per capita consumption is now only about %4 of 
barrel as compared with 9/10 of a barrel shortly after the 
war; at no time since 1930 has overall consumption 
equalled that of any year of the ’twenties. Also, though 
exports have always been small in relation to the total 
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Packaging “Gold Medal Flour" 





volume of flour sales, the domestic milling industry has 
lost about two-thirds of its foreign market since the 
‘wenties due to the drive for self-sufficiency abroad and 
the restrictions that many nations have placed upon 
four imports. In the last year or two, exports have 
heen aided by Government subsidies and reciprocal trade 
treaties but are still far below the levels of a decade ago. 

These factors have brought into operation the old law 
of survival of the fittest and General Mills has met the 
situation by progressive management. Take the matters 
fmerchandising and sales promotion. The wide accept- 
ace enjoyed by the company’s family and bakers’ flours, 
the best known of which are “Gold Metal Kitchen 
Tested,” “Red Star,” “Rex” and “Crosby’s Best,” did 
not just happen. Well conceived merchandising and 
advertising activities, based on extensive research, were 
lgely responsible. The same is true of the company’s 
packaged foods, including “Wheaties,” “Bisquick,” “Soft- 
wilk” cake flour and the relatively new “Corn Kix,” 
and its commercial feeds, marketed under the “Larro,” 
told Medal” and “Sperry” trade names. General Mills 
les promotion activities, which run the gamut from 
working out and testing its own radio advertising to the 
operation of a baker’s school, place it among the most 
‘gressive marketing organizations in the field. Actual 
listribution to the baking trade, chain stores and job- 
bers is handled by an extensive sales organization, while 
nore than 100 owned “farm service” stores sell feeds 
ind flour throughout rural areas of the country. 

But, as in any business, the sales manager’s success is 
largely dependent on how well the production manager’s 
lob is handled. Here again the company is “on its toes.” 
In the first place, its 31 mills (daily capacity—78,850 
barrels of flour, 6,120 tons of commercial feeds and 822,- 
00 pounds of cereals) are strategically located with re- 
‘pect to both raw material sources and principal consum- 
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ing areas. Moreover, the decentralization of operations 
throughout 22 cities and 16 states makes for indepen- 
dence of crop conditions in any one producing area and 
ready access to the characteristic wheats of the major 
producing regions—the hard winter grain of the South- 
west, going mainly into bread flour; the soft winter wheat 
of the Midwest, used for biscuit and pastry flours; durum 
and hard spring wheat grown in Montana, Minnesota and 
the Dakotas, and used for making spaghetti and maca- 
roni and for bread flour; and the white wheat of the 
Pacific Coast, ingredient of cracker and pastry flours. 
Actual production or processing operations are chiefly 
characterized by their high degree of mechanization 
(wages amount to less than 5 per cent of total value of 
finished products; the company’s labor relations have 
been notably satisfactory) and by the amount of re- 
search and experimental work that is involved. Modern 
flour is a blend of various grades of wheat in numerous 
mixtures. The selection of grain to be mixed in the 
production of flours of specific qualities is an important 
function and chemistry plays a major role in determin- 
ing the mix. Each new wheat crop presents a new set 
of problems which must be solved before the crop can 
be ground satisfactorily. Hence, the company’s experi- 
mental farm, its wheat surveys, and its testing labora- 
tories at all divisional mills which report their findings 
to the correlating laboratory of the products control 
department at Minneapolis; hence, also, the experimental 
mill where regulation and improvement of flour quality 
are subjects of constant study and where innovations in 
milling machinery are tried out before being installed in 
any of the commercial plants. At every step along the 
long milling process itself, from the weighing and grad- 
ing of the wheat at the elevators through the cleaning, 
grinding and sifting operations, chemistry continues to 
play an important part in controlling gluten, ash and 
moisture content and in (Please turn to page 416) 
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Competition in Tractors 


When Allis-Chalmers stole a 
march on the rest of the low-priced 
tractor field in 1937 with the intro- 
duction of its all-purpose wheel-type 
machine priced at $495, it undoubt- 
edly knew that it would not long 
have the market to itself. For in 
the farm equipment business, com- 
petition is traditionally such to make 
that in other fields look like a Class 
Day potato race at a young ladies 
seminary. By way of maintaining 
the tradition, Ford recently stepped 
in with a $585 tractor featuring such 
new wrinkles as a mechanism which 
holds the plow at any desired depth 
regardless of soil or surface irregu- 
larities and a safety device whereby 
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Deep plowing on rough ground with the new light-weight Ford tractor. 





For Profit and Income 
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the tractor slips its back wheel 
drive when the plow strikes an ob- 
struction, thus eliminating the 
danger of rearing and toppling over 
backwards on the driver. Even 
more recently, International Har- 
vester has entered the race with its 
rubber tired “Farmall-A” at $515 
which has the engine on the left and 
driver’s seat on the right, a sales 
point that Harvester will talk up as 
“Culti-Vision.” Only other producer 
now represented in the $500 price 
class is Deere, but Case is understood 
to be working on a new low priced 
job and Ford may be out with an- 
other and cheaper model shortly. At 
any rate, all signs point to plenty of 
competitive fireworks when the fall 
selling season opens. 





New Industry Appears 


While. it’s still pretty small po. 
tetoes in terms of dollars and cents 
the domestic potash industry has 
advanced by leaps and bounds in 
recent years. Output of this im. 
portant fertilizer base last year 
amounted to 286,437 short tons as 
compared with 266,938 in 1937 and 
only 57,540 in 1929. Biggest unit in 
the field is American Potash and 
Chemical which earned a record % 
per share last year and is currently 
selling on the Curb close to its all- 
time high of 70. This concern, to- 
gether with U. S. Potash Co. of 
America, accounts for almost all do 
mestic output though International 
Agricultural has recently gotten into 
production and may be an increas 
ingly important factor from here on. 
However, competition from domes 
lic sources will probably be limited 
for some time as most potash land 
in this country is Federal property 
and the Government, for reasons of 
production control, is issuing no new 
prospecting licenses at __ present 
though it is interested in seeing the 
United States become independent 
of foreign sources of supply which 
are controlled mainly by Germany. 
In order to do so, American pro 
ducers will have to about double 
last year’s production. 


Cheap Plastic 


The principal factor in the marked 
secular growth of the chemical ine 
dustry is its constant progress 1 
the development of new products 
and lower cost production methods. 
Latest achievement is a new plastic 
material, cheapest yet made, of 
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which Marathon Paper Mills has 
just begun commercial production. 
Th; new plastic, manufactured from 
lignin extracted from pulp mill 
waste, may sell for as little as 5 cents 
a pound as compared with 15 to 50 
ents for comparable materials now 
on the market. Rather than com- 
te with the latter, however, it is 
apected that the new product will 
fad extensive new markets hitherto 
dosed to higher priced plastics. 


New Use for Air-Conditioning 


If Woodward Iron’s new air-con- 
jitioned blast furnace, recently put 
ito operation in Birmingham, Ala- 
bma, comes up to expectations, 
sich concerns as Carrier and York 
Ice Machinery may well find them- 
slves with more business than they 
can handle. Object of the unique in- 
stallation, made by Carrier at an es- 
timated cost of $75,000, is to im- 
prove the quality of the steel and to 
cut fuel costs by lowering the hu- 
midity of air blown into the furnace, 
thus making possible larger loads of 
ion ore and increased output. Dif- 
{culties arising from excessive hu- 
nidity have long constituted a ma- 
jor problem of steel making in the 
South. 


Rail Spending on Upgrade 


With the nation’s carriers apply- 
ing an increasing portion of expand- 
ing gross revenues to maintenance 
and equipment outlays, things 
are looking up for the rail equip- 
ment makers. Locomotive buying 
for the first half of 1939 was up 
100% from a year ago while freight 
and passenger car purchases gained 
3 and 26%, respectively. Most 
new locomotive orders currently are 
for Diesels and General Motors is 
getting the lion’s share of the busi- 
tess. Over the remainder of the 
year, freight car manufacturers seem 
likely to come in for the best sales 
sans. The A. A. R. estimates—and 
thas been pretty accurate in the 
past—that freight carloadings will 
be between 775,000 and 800,000 at 
this fall’s peak which would prob- 
ably mean a car shortage in some 
areas, As of July 1, 2,500 freight 
‘ars were under inquiry and tenta- 
live plans for the purchase of 8,000 
(010,000 more may reach the inquiry 
stage shortly; total first half pur- 
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Developments in Companies Recently Discussed 


Aided by an excellent gain in June net, 
Caterpillar Tractor reported first half 
earnings equal, after preferred divi- 
dends, to $1.08 per common share as 
compared with 45 cents for the first six 
months of 1938. Financial position as of 
June 30 showed marked improvement 
over a year ago. 


In conjunction with the offering of 
20,000 shares of new $5 prior preference 
stock, Thompson Products reports first 
half net of $2.13 per share of common. 
For the full year 1938, the company 
earned $1.33. 


Second quarter results of General 
Foods were up 30 per cent from a year 
ago. After preferred dividend require- 
ments, net available for the equity stock 
amounted to 70 cents a share as com- 
pared with 54 cents for the June period 
of 1938. 


Increased dividends on its holdings of 
General Motors, together with better 
returns from chemical operations, en- 
abled du Pont to report $1.73 per com- 
mon share for the second quarter of 
1939. This compares with $1.55 for the 
preceding three months and 71 cents for 
the second period of 1938. 


First half orders of Westinghouse Elec- 
tric topped $100,000,000, indicating a 
gain of a little better than 30 per cent 
over the like 1938 period. Improvement 
in earnings was at a slightly better rate 
than the gain in bookings, first half com- 
mon share net amounting to $2.37 per 
share against $1.68 a year earlier. 


With sales of asbestos products, roof- 
ings, etc., moving up nicely on the bulge 
in residential building activity, earnings 
of Johns Manville staged a spectacular 
comback last quarter, amounting to $1.12 
per common share as contrasted with 
only 10 cents in the same quarter of last 
year and a deficit of 1 cent for the first 
three months of 1939. 


Continuing to show the way to other 
cigar makers, Bayuk reports per share 
earnings for the first half of 1939 of 
$1.75 against $1.05 a year ago. Com- 
pany's sales were up 20 per cent. 


Report of Lehigh Portiand Cement for 
the 12 months ended June 30, 1939, shows 
net available for the common, after pay- 
ments on the 4 per cent convertible pre- 
ferred, equal to $1.83 per share as com- 
pared with only 39 cents earned in the 
preceding 12 months. 


Officially estimated United Fruit net 
before taxes for the first half of 1939 
was equivalent to $3 per common share 
as compared with $1.93 a year earlier. 
Former figure excludes earnings on Ger- 
man business. 


Earnings of Safeway Stores climbed to 
$2.96 for the six months ended June 30 
against $1.31 for the initial half of 1938, 
though results of the earlier period were 
penalized to the extent that an amount 
equal to 34 cents a share, representing 
loss of liquidation of unprofitable depart- 
ments, was charged to operations. Sales 
for the four weeks ended July 8 were at 
the best levels of the year. 





chases amounted to 9,077. Air brake 
manufacturers are also coming in 
for a better share of railroad expen- 
ditures as changeovers from the old 
Kk brake to the new AB type are 
picking up somewhat at the prompt- 
ing of the safety division of the 


L€. €. 
Heard Around the Street 


Detroit reports: Each day of 
General Motors strike means one 
day’s delay on 1940 models. Pack- 
ard will get the jump on the field 
with a new low-priced model to be 
ready by mid-August. Studebaker 
sales are running at the best level 
since 1928. * * * Those close to the 


industry hold that the aircraft issues 


are way behind the market on basis 
of earnings prospects. * * * B-M-T 
stockholders vote August 22 on uni- 
fication plan. It’s in the bag accord- 
ing to those purported to be in the 
know. * * * Street was surprised by 
second 10-day cut-price tire sale in 
a month’s time but trade sources 
say is does not presage any general 
wave of price slashing. * * * Export 
licenses granted for arms and muni- 
tions during the first six months of 
the year amounted to about $72,- 
000,000, the bulk of it representing 
airplanes and parts. * * * Most im- 
portant beneficiary of the Adminis- 
tration’s spend-lend program, if it 
goes through, will be the steel indus- 
try, with building supply and elec- 
trical equipment companies next. 
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Stocks Selected for Profit 
In Next Market Upswing 


Selected by THE MAGAZINE OF WALL STREET STAFF 


Westvaco Chlorine Products 


1939 Price Range Recent 
High Low Price Dividend 
25 15% 24 $1 


In the second quarter of this year, Westvaco Chlorine 
Products reported earnings equivalent to 60 cents a 
share for its common stock, or nearly double the results 
shown in the corresponding period a year ago, when 
net was equal to 32 cents a share. Earnings in the first 
quarter of this year were equivalent to 51 cents per 
share, indicating first half earnings equal to $1.11 per 
share, comparing with 62 cents per share in the first 
six months of 1938. Paying dividends of $1 per share 
annually, the company has, in the first six months, 
more than earned a full year’s dividends. 

Westvaco Chlorine Products Corp. is one of the 
largest electrolytic producers of chlorine and caustic soda 
in the country. The company supplies large quantities 
of these products under contract to Union Carbide for 
the manufacture of Prestone and other organic chemicals. 
Normally, Westvaco’s sales to Union Carbide account 
for about 60 per cent of the company’s total sales of 
these products and form a comparatively stable source 
of revenues. A relatively new undertaking by Westvaco 
is the production of magnesium oxide from residual 
brine from sea water. The company has the distinction 
of being the only one in the country producing magne- 
sium oxide in this manner. Principal uses are for the 
manufacture of refractory brick for the steel industry. 
A subsidiary unit of Westvaco manufactures carbon 
bisulphide and carbon tetrachloride and phosphates, of 
which quantities are sold to the rayon and textile indus- 
tries. 

Over an extended period of time, operatio..s of West- 
vaco Chlorine have shown a greater measure of stability 
than those of the average chemical enterprise. Being 
modestly capitalized, this has meant good earnings for 
the common stock. The company has no funded debt, 
capitalization consisting solely of 192,000 shares of $1.50 
preferred stock and 339,362 shares of common stock. 
The preferred shares may be converted into one share 
of common stock any time until September 1, 1940. 

For che full 1938 year the company reported © net 
profit of $803,675, equal after preferred dividends, to 
$1.52 a share for the common stock. Earnings for the 
year ended January 1, 1938, were equal to $1.46 per 
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share for the common stock. At the end of 1938, current 
assets, including over $1,200,000 cash and marketable 
securities, amounted to $3,055,526, while current liabil- 
ties were less than $400,000. Although the common 
shares of Westvaco Chlorine are not a_ volatile issue 
marketwise, recent market appraisal around 24, appears 
to be more conservative than that usually found among 
representative chemical issues. In their price range, the 
shares combine a fair income with possibilities for some 
further price appreciation over the months ahead. 


Eaton Mfg. Co. 


1939 Price Range Recent 

High Low Price Dividend 

27% 154 25 (See text) 
Notwithstanding the fact that Eaton Mfg. Co. 1s 


identified with the highly volatile automobile equipment 
industry, in which wide cyclical variations in earnings 
are the rule rather than the exception, the company has 
an unusually good dividend record. Dividends have been 
paid in every year since the company was organized in 
1923. The company’s earnings, to be sure, have shown 
the sharp fluctuations characteristic of the industry, but 
with the advantage of a modest capitalization and ail 
excellent financial position, it has been able to maintain 
its dividend record intact. 

It is engaged in the manufacture of automobile axles, 
springs, bumpers, valves, tappets, heaters and_ other 
accessories. Products are diversified to include both 
original equipment and replacement parts. During the 
past several years the company has expanded its activi- 
ties to include the manufacture of aircraft: valves and 
tappets, and this division of the company’s activities has 
been operating this year at peak levels. Foreign sales 
have been particularly good. 

Last year, as a result of the sharp decline in automo 
bile sales, the company’s profits were less than one pe 
cent of those shown in 1937. Net of $23,154 was equiva: 
lent to only 3 cents a share on 703,646 shares of capital 
stock. In 1937 earnings of $2,568,960 were equivalent 
to $3.65 per share. Responding promptly, however, ' 
the increased production of automobiles in the curretl 
year, the company’s profits in the first quarter totaled 
$725,999 and were equal to $1.03 per share for the 
capital stock. This was a substantial improvement ov 
the loss of some $199,000 in the March quarter of 1955: 
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Although shipments in the automobile industry receded 
somewhat in the second quarter, profits, nevertheless, 
were well sustained, net of $559,692 being equal to 80 
cents per share, bringing total earnings for the first 
six months up to $1.83 per share, as against a net loss 
of $350,334 in the first six months of 1938. 

The company’s capitalization consists solely of 703,646 
shares of capital stock. At the present time financial 
position is understood to show a current ratio of about 
six to one, with cash exceeding total current liabilities. 

Two dividends of 50 cents each have been paid thus 
far in the current year, and in view of the marked im- 
provement in earnings, as well as the continuing favor- 
able prospects over the balance of the year, probabilities 
are that additional payments will be made. 

At recent levels around 25, the shares appear reason- 
ably priced in relation to indicated earnings, and com- 
mitments made during periods of general market weak- 
ness should prove speculatively profitable. 


Jewel Tea Co. 


1939 Price Range Recent 
High Low Price Dividend 
85 68 85 $4 


Jewel Tea Co. is favored by an excellent earnings 
background. Profits were maintained throughout the 
depression of the early 30’s and in no year did stock- 
holders receive dividends amounting to less than $3 
per share. 

Jewel Tea is a high ranking distributor of coffee, tea 
and other staple groceries. For the most part the distri- 
bution of the company’s products is effected by means 
of motor routes, of which the company operated 1,550 
at the end of last year. These routes serve some 6,000 
communities in forty-three states and the District of 
Columbia. In addition, 109 self-service stores are oper- 
ated in the Chicago district. The company blends, roasts 
and packs all of its own coffee and carries on a number 
of operations of a manufacturing nature. Products are 
sold under the company’s own brand names and a labo- 
ratory is maintained in charge of skilled chemists and 
home economists. 

The success which Jewel Tea has made in a highly 
competitive field may properly be attributed to the 
aggressive merchandising policies followed by the com- 
pany’s management. Business is stimulated by giving 
customers premiums with their first purchase of groceries 
and subsequent purchases result in credit against this 
premium until eventually it is paid for. Internally the 
organization is given ample encouragement through nu- 
merous special benefits in commissions, advantageous 
stock purchase plans and, more recently, a combined 
savings and profit-sharing retirement plan. 

Between 1933 and 1936, Jewel Tea’s profits recorded 
steady expansion and dividends paid to stockholders 
Were raised proportionately. Peak earnings for recent 
years were shown in 1936 when net was equivalent to 
86.41 a share. Despite the fact that sales gained about 
$2,500,000 during 1937, profits in that year, largely due 
to higher costs and taxes, were lowered to the equiva- 
lent of $5.19 a share. Sales again rose in 1938, but con- 
ditions beyond the control of the management resulted in 
somewhat higher costs and net profit totaled $1,423,959, 
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or the equivalent of $5.09 a share. At the close of 1938 
the company reported current assets of $6,047,077, in- 
cluding $3,630,711 cash and marketable securities, while 
current liabilities were less than $1,300,000. Inventory 
position was normal. 

During 1938 the company paid dividends totaling 
$5 a share and thus far in the current year dividends 
have been maintained at the rate of $1 per share quar- 
terly, in addition to which the company declared a spe- 
cial dividend from surplus of $1. 

Financial reports covering current operations are not 
available, but the probabilities are that profits are at 
least on a par with those of a year ago and may pos- 
sibly be somewhat better. Sales reported by the com- 
pany for the twenty-four weeks to June 17th were about 
2 per cent ahead of the volume a year ago. 

Recently quoted around 85, the shares yield an at- 
tractive return, based on regular dividends alone. Finan- 
cial position is such that the company is permitted con- 
siderable latitude in the matter of dividends and stock- 
holders are practically assured that later payments will 
he adjusted upward in accordance with any increase in 
sales and earnings. Although the shares are primarily 
attractive as a dependable income producing medium, 
further evidence of increasing profit would doubtless 
justify higher quotations. 


Phelps Dodge Corp. 


1939 Price Range Recent 
High Low Price Dividend 
444% 28's 40 $1 


Phelps Dodge Corp. ranks as one of the foremost do- 
mestic producers of copper. Operations of the company, 
however, are completely integrated to embrace the pro- 
duction of gold, silver and lead, custom ore smelting and 
fabrication of an extensive line of copper products. 

Despite the “prince or pauper” character of the copper 
mining industry, Phelps Dodge Corp. has distinguished 
itself by its ability to maintain profitable operations 
under all except the most adverse conditions. The only 
year in which the company has shown a loss was in 1932, 
at the very depths of the depression. The company’s 
best showing in recent years was made in 1937 when 
net income before depletion totaled $12,740,773 and 
equalled $2.51 a share on the outstanding capital stock. 
Last vear sales declined some $20,000,000, reflecting the 
almost complete withdrawal of copper buyers from the 
market, while accumulated inventories were being al- 
lowed to run off. As a result, net income last year 
dropped about $4,000,000 to $8,656,823, before depletion. 
Applied to the $5,071,260 shares of capital stock out- 
standing, this was equivalent to $1.71 per share. 

The company issues only semi-annual reports, but 
earlier this year it was officially intimated that profits in 
the first quarter were equivalent to about $2,100,000, or 
24 cents per share for the stock. In the first six months 
indications are that profits will aggregate around $4.250.- 
000, which would be equal to 84 cents on the capital 
stock, and would compare with actual net income of $3,- 
$30,588 reported for the first half of 1938, which was 
equivalent to 76 cents per share for the stock. There 
are also indications at the present time that results in the 
final half of the current vear (Please turn to page 420) 
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Warner Bros. Pictures, Inc. 


How do you rate Warner Bros. common at 
this treme? Has its position been strengthened 
materially by the plan to replace the 6% 
convertible debentures with others not con- 
vertible? What action has been taken to 
elimindte preferred stock dividend arrears? 
I have 200 shares bought at 10. Do you 
tdvise holding on?—P. D., Baltimore, Md. 


The latest report of Warner Bros. 
Pictures, Inc., was for the twenty- 
six weeks ended February 25, 1939, 
when a net income of $1,665,889 was 
equal, after regular preferred divi- 
dend requirements, to 40 cents a 
share on the common stock against 
$2:824,618, or 71 cents a-~ common 
share the year before. Indications 
are that some improvement has 
been recorded recently in line with 
the betterment which has occurred 
in general business conditions. The 
company has been successful in 
meeting the problem of the $25,534,- 
00 convertible debenture maturity 
falling due September 1, 1939, 
through an exchange offer whereby 
a straight 6% debenture bond ma- 
turing in 1948 was accepted by the 
vast majority of the company’s 
bondholders in lieu of the conver- 
tible issue, the balance having been 
called for payment. As yet, how- 
there has been no definite 
move made with a view to clearing 
preferred dividend arrears on the 
present outstanding 103,107 shares 


ever, 
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of $3.85 cumulative preferred which 
total about $28 per share, although 
it is possible that an exchange offer 
will be made for that stock at a later 
date. In the meantime, the com- 
mon stock will doubtless continue to 
be influenced mainly by the earn- 
ings trend which currently is indi- 
cated to be toward moderately 
higher levels. In our opinion, there- 
fore, the common stock of this com- 
pany is not without speculative ap- 
peal and we favor further holding at 
current market levels. 


Loose Wiles Biscuit Co. 


I have 200 shares of Loose Wiles Biscuit 
common bought at 40 in 1937, With'any lift 
in the general market, do you think I can 
look for substantial price appreciation for 
my stock? Are earnings increases‘ likely to 
continue so that the $1 annual dividend may 
be raised this year?—B. W., Boston, Mass. 


In line with the experience of 
other leading units engaged in the 
baking industry, the Loose Wiles 
Biscuit Co. made a far better show- 
ing in the year 1938 than did the 


average industrial enterprise. 
company reported for 1938 a 
profit of $988,073, or $1.51 per com 
mon share, as compared with $7§§ 
593 or $1.01 per share a year earl 
The improvement continued inh 
the first quarter of the current yea 
when 32 cents per common shai 
was earned, as against 17 cef 
earned on the common stock in th 
initial three months of 1938. Com 
tributing to the higher rate of ear 
ing power were the low costs of flour 
and other ingredients used in the pro 
duction of the company’s produets, 
Continued low costs and the better 
demand for the company’s higher 
priced lines should allow for higher 
earnings throughout the current 
year. A strong financial position 
was shown at the close of 1938 and 
the regular $1 annual dividend ap 
pears well secured. An_ increase 
dividend rate, or extras, may be 
looked for later in the year. 
though lacking in dynamic appreth 
ation possibilities because of normal 
narrow fluctuation of earning poweh 
we favor retention for income and 
gradual price enhancement. 


Mack Trucks, Inc. 


Holding 200 shares of Mack Trucks 
29, I am worried about the deficits being 
ported. Do you think hat operations 
soon be placed on a profitable basis? Ib 
the stock expecting it to advance on 
strength of increased building activity 
its Diesel engine developments. Will yo 
please let me have your advice?—S. 1, Mie 
waukee, Wise. : 

The improvement which has 0 
curred in the automobile indus 

(Please turn to page 415) 
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Summer vacations, taken earlier than usual; 
a double holiday in many lines during the week 
containing July 4; curtailment of print cloth 
production; closing of blast furnaces for re- 
pairs; and the General Motors strike have con- 
spired during the past fortnight to produce a 
rather sharp dip in the per capita volume of 
Business Activity throughout the country. 
But these deterrents are all temporary; so that, 
with war threats dormant, present prospects 
oint to an early resumption of the briefly 

lted recovery which should carry the nation's 
production and trade into new high ground for 
the year before the third quarter comes to a 
close. Congress, now slated to adjourn by 
early August, has contributed in modest degree 
to a noticeable improvement in business senti- 
ment by approving a number of mildly con- 
structive measures, while turning a cold shoul- 
der upon further experiments in reform. 

* * * 


BILLIONS OF DOLLARS 


An additional stimulus to manufacturing ac- 
tivity may come from the circumstance that, 
early in the autumn, minimum hourly wage 
rates under the Wage and Hour Law will be Shawe 
lifted 5 cents, to 30 cents, and the work week P dekead 
shortened to 42 hours. For the first time in 17 eas eee st 

' several years, Employment on various Gov- he 
| ernment work relief projects has fallen below 
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Business and Industr 
——— 
STEEL 
: Ing 
Latest Previous Last X 
Date Month Month Views PRESENT POSITION AND OUTLOOK 4 
INDUSTRIAL PRODUCTION (a)| June 97 92 17 sda ‘ > a rauTo 
ontinued from page 409 
INDEX OF PRODUCTION AND the tthe deh li In M Produ 
TRADE (b) 81 81 ve | oe er ates nds cies hte ee y 
Production 77 77 67 orien i Hs my F a ’ ‘h rop . 78,000 from Tot 
Durable Goods 60 63 43 ay last year. Further sharp reductions have Retail 
sear 9 tp been ordered, and present prospects are that the Pas 
p tach 87 87 81 majority of workers thus released will be absorbed Tru 
Primary Distribution 75 74 70 b ivate indust ithout h hardshi L__—— 
Distribution to Consumers 94 94 83 8 Fsconyuelagirci Bom ‘Ged te corel . PAPER 
x : TY, Cf 
Miscellaneous Services 80 80 78 pecially in view of the approaching reduction in Produ 
WHOLESALE PRICES (h) 756 16.9 733 working hours under the Wage and Hour Law, Shipn 
g : : Mills 
INVENTORIES (n. i. c. b.) gee a 
Rew Materials 95.%pl 96.6 115 . . ¢ 
Semi-Finished Goods an mel eae pa ~ pranl gene price Index has been i, 
Finished Goods . . . notably steady for a number of weeks; but the . 
110.0(pl) 110.9 115.5 rise over last year has narrowed to 1%, owing toa Withe 
COST OF LIVING a last year at this season. Wholes || Stock 
All items sale Prices are 3% lower than a year ago, while | __._-, 
al ge afl retail prices are off only 0.1%. Purchasing GENEI 
86.0 86.9 96.7 power of prices received by farmers is ona Mach 
12.0 794 73.9 level with last year. " 
Fuel and Light 83.4 84.0 83.7 | Pies “a 
Sundries 96.6 96.6 975 | Although department store sales have sul. Pac 
Purchasing value of dollar 118.1 117.9 115.3 fered some from extra holiday and earlier Summer Cigar 
— —| vacations during the past fortnight, merchandise , 
NATIONAL INCOME (cm);.... $5,178 $5,438 $5,020 sales at both wholesale and retail are running _ 
CASH FARM INCOME} =| moderately ahead of last year and profit margins oat 
Farm Marketing $508 $463 $510 are widening. For the month of June, sales in- san 
Including Gov't Payments 589 554 creases over last year amounted to 5% for de= fs 
Total, First 3 Months 9.899 9.789 partment stores, compared with a six-months’ 
Prices Received by Farmers (ee).. "90 "99 gain of only 3%; 12% for chain stores, against 
Prices Paid by Farmers (ee) 190 195 9% in the half year; 7.4% for variety stores, —— 
Ratio: Prices Received to Prices Mya = — in the first six months; and 
Paid (ee) 24% for mail order houses, against 18% in the 
75 14 half year. Merchandise exports and imports iM. W. 
FACTORY EMPLOYMENT (f) in May were 12% above the like month of 1938, Py 
ACT 
Durable Goods Ma against a five-months’ decline of 4%. Export a 
y 
Non-durable goods May balance in May was $47,000,000, compared with ELECT 
| $109,000,000 a year earlier. For five months, KW. 
gag ore — (f). May the export balance was $264,000,000, against =— 
MOE aCHusts $543,000,000 in the like period last year. New TRAN 
RETAIL TRADE life insurance written in June was 22% ahead of oa 
Department Store Sales (f) ia 87 85 89 last year, compared with a six-months’ gain of Coal 
Chain Store Sales (3) June 111 110 106.3 | only 4%. Tae) a 
Variety Store Sales (3) June 118 115 110.8 ae 
Rural Retail Sales (j) June 131.7 131.2 1166 LC 
Retail Prices (s) as of July 1 89.1 89.1 89.9 i — of —. and vacation handicaps, oo 
: carloadings have rebounded to a new 1939 STEEL 
FOREIGN TRADE high. June gross of Class | railroads was 12% ; 
Merchandise Exportst May $249.3 $230.9 $257.3 ahead of the like month in 1938, with freight in- dh 
Cumulative year's total f to May 31 1,179.4 1,378.1 creasing 14% and passenger revenue 9%. Pres- Finis 
Merchandise Imports t May 202.5 ent prospects favor passage, before Congress ad- — 
Cumulative year's totalf to May 31 915.5 journs, of a compromise Chandler bill to aid the STEEL 
| RAILROAD EARNINGS carriers in making voluntary adjustments of their %o 
; ital structures; but there seems little hope for 7 
Total Operating Revenues*.. .. -|1st 5 mos. $1,482,510 $1,353,986 | qe fe ernie ‘ite. CAPT} 
Total Opanting Expenditures®. .l1et 5 mos, 1‘ 58,959 ‘1 : 31469 ~~ pe ig bill bringing water carriers under (mn) 
1st 5 mos. 142,901 140,655 ; ae 
Net Rwy. Operating Income*.../455 mos. 126,167 sills al ” my tv 
Operating Ratio % 1st 5 { 78.18 esidential building Contracts awarded in ve 
Rate of Return % as 5 a 1.50 the first half were 61% above the like period of Crud 
— ct" | 61938, Engineering awards were up 24%, and Total 
BUILDING Contract Awards (k){! June $288.3 $308.5 $251.0 Mortgages accepted for appraisal by the FHA in- Fuel 
F.H. A. Mortgages creased 30%. A rising trend last year during Crud 
Selected for Appraisalt........ 101.5 109.4 97.2 the second half may result this year in narrowing Crud 
Accepted for Insurance Tt 737 margins of annual increases. It is not certain Gasc 
Premium Payingt 49.4 whether the Government's attack upon mono- 
SO aE - polistic practices in the construction field will . 
eceet eas prevent further increases in costs, and so stimulate term tr 
New York Cityt 95.6 building, or whether it may encourage expecta- Dept. 
Total, U. S.¢ y 21.6 15.9 22.4 tions of lower costs next year, and so lead to post (h)—U 
ee Oe ee ie nt was Pe'er eS 120.9 111.5 87.6 ponement of building plans. liminar 
| Engineering Contracts (En)t $269.4 $253.0 $223.1 — “had 
JULY | 
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Ingot Production in tons * 
Pig Iron Production in tons*.. .. 
Shipments, U. S. Steel in tons*. . 


2,918 
1,718 
723 


























Retail sales of automobiles during the final 
third of June were 60% above the like period last 
year, making a total increase of 56% for the 
month and 41% for the half year. On a daily 





























—— Sslelllal 
— average basis, allowing for an extra holiday, retail 
roduction les during the first third of July topped the lik 
he total Cars & Trucks, U.S. & Canada.....| June 322,670(pl) 313,214 189,402 period of 1938 by 66%. i cc diac a 
100 from Total 1st 6 Months 1939 2,045,723 1,294,151 
ns have ee kas . ae See 
that the Passenger Cars, U. S. (p ay 280,834 268,335 178,05 ; : z : 
‘000( While the domestic machine tool business 
a Trucks, U. S: (p) or i sisi ash =r continues to improve, a drop in foreign bookings 
. d the Index of new orders for June to re- 
ery, ef PAPER (Newsprint) cause 
ctlell in Production, U.S. & Canada* (tons)../ June 321.1 335.9 967.1 cede a few points = wg “ the oe — 
ur Law, Shipments, U. S. & Canada* (tons). June 316.9 359.1 274.7 page fe tae x ——_ pBaas 
. * a e 
-:eabtaammadettcdbasescedteanatada Wee nadie mie ane basi Portland Cement shipments in May were 30% 
. above the like month a year earlier, while finished 
s been LIQUOR Cwhaene? stocks at the month-end were 3% lower than at 
but the | regain, Gale * je Age58 «4798.2 S'174.7 | the like date last year. 
Viele Stocks, Gals. * as of June 30 478,875 471,160 Pee ate 
Mies: GENERAL July shoe production is expected to be 4% 
is ona Machine Tool Orders (n) June 211.6 70.2 above last year, against an 8% increase for the 
Railway Equipment Orders (Ry) month of June. Total output for 1939 should be 
Locomotive June 8 51 31 about on a level with 1937; but profits for the 
Se jae jem gon ase | Bees aoe 
eer: Cigarette Production t June 16,595 15,445 14,717 by U.S. publishers during May was slightly above 
randise Bituminous Coal Production * (tons).| June 28,506(pl) 17,880 22,507 last year. North American stocks at the month- 
a Boot and Shoe Production Prs.*...| June 29,000(pl) 32,110 26,897 | end were 12% lower than a year earlier. 
les tad Portland Cement Shipments * | May 12,688 9,654 9,752 
ies Commercial Failures (c) June 952 1,122 1,073 
or des 
ths’ 
soil WEEKLY INDICATORS 
tores, 5 
's; and Latest Previous Year PRESENT POSITION AND OUTLOOK 
in the Date Week Week Ago 
ports |B /M, W. S. INDEX OF BUSINESS 
Ms ACTIVITY 1923-25—100 July 15 86.1(pl) 86.6 12.6 Outlook for utility eamings is brightened by 
Export _—- — prospects of further gains in general manufacturing 





ELECTRIC POWER OUTPUT 
































d with activity. Electric power output has already 
ronths, PAs xbcec gtr er dain nies July 15 2,324 2,078 2,084 rebounded since the holidays to a new 1939 high, 
against ap i ; a and should expand farther before summer is over. 
New TRANSPORTATION The industry is cheered by the recent action of 
2ad of Carloadings, total July 15 673,812 559,109 = 602,445 Congress in limiting the territory in which the TVA 
ain of July 15 59,265 53,456 63,022 may compete with private companies. 
July 15 110,855 89,635 89,749 
July 15 31,426 22,030 28,375 es echt 
Manufacturing & Miscellaneous....| July 15 259,098 214,884 234,932 ‘ 
licaill L.C. L. Mdse July 15 150,488 127,662 145,353 Steel operations have rebounded sharply 
PS, i ea oa ca ees = since the July 4th holiday to the best level of the 
1939 STEEL PRICES year; though the pick-up has been somewhat less 
Ay. Pig Iron $ per ton (m) July 20 20.61 20.61 19.61 than normal for this season, owing to the necessity 
nal Scrap $ per ton (m) July 20 15.04 14.79 13.42 for repairs on several large furnaces. Ordinarily 
per Finished c per Ib. (m) July 20 2.236 2.236 2.300 | the summer peak is reached around the third week 
ss ad- _——— ei SS RE es Sle ae, nth : 
: of August; but slackening in operations should be 
id the STEEL OPERATIONS less noticeable this year, and third quarter earnings, 
their _ of Capacity week ended (m)....| July 22 56.5 50.0 44.0 though meager, will make a far better showing 
oe CAPITAL GOODS ACTIVITY ; : than reported for the like period last year. 
(m) week ended July 15 64.1 61.9 48.2 wo oe 
PETROLEUM ae ak ee oo an y sia ; 
, d derately high f 
ed in Average Daily Production bbls.*..| July 15 3,530 3,530 3,343 | Prion preg ta oil. Ni ene atta psc 
od of Crude Runs to Stills Avge. bbls.*..) July 15 3,390 3,420 3,221 | euster meds a clneidbtie tele eaeeeeiees 
d Total Gasoline Stocks bbls. * July 15 79,416 80823 78693 | 7% roast . 
, On otal Gasoline stocks bbls. uly ' ' ’ | with the like period of 1938 than reported for the 
A in- Fuel Oil Stocks, bbls. * July 15 109,521 108,611 114,999 | first quarter; so that half-year profits were only 1,'3 
luring Crude—Mid-Cont. $ per bbl July 22 1.02 1.02 1.22 | less than last year, against a 60% drop for the first 
wing Cude—Pennsylvania $ per bbl.....) July 22 1.48 1.48 1.40 | quarter 
: 


ertain 
10NO- 
} will 


Gasoline—Refinery $ per gal 


July 22 


055 061g 


06% 





T—Millions. *—Thousands. 


(b)—Federal 


Reserve Bank of N. Y¥. 100%—estimated long 


(a)—Federal Reserve 1923-25—100. 

(cm)—Dept. of Commerce estimates of income paid out. 

Dept. of Agric., 1924-29—100. (ee)—Dept. of Agric., 1909-14—100. (f}—1923-25—100. (g)}—Chain Store Age 1929-31—100. 

(h)—U.S.B.L.S. 1926—100. (j)—Adjusted—1929-31—100. (k)—F. W. Dodge Corp. (m)—lron Age. (n}—-1926—100. (pl)—Pre- 

_. (s)—Fairchild Index, Dec. 1930—100. (En)—Engineering News Record. (Ry)—Railway Age. (n. i. c. 6.}—Nat. Ind. Conf. Bd. 
100. 


ulate termtrend. (c)—Dun & Bradstreets. (d)—Nat. Ind. Conf. Bd. 1923—100. (e}— 
ecta- 


post 
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Trend of Commodities 


Commodity prices have shown no disposition to take their 
cue from rising prices in the securities markets. In fact 
near the close Aj the past week a number of basic com- 
modities exhibited pronounced weakness. On July 20, new 
five-year lows were reached by the prices of corn, lard, hogs 
and cottonseed oil futures. Smaller declines were shown in 
cocoa, coffee, copper, pepper and rubber. Wheat in 
Liverpool has declined to the lowest level in nearly 350 years. 


The most severe declines have been experienced by 
tural commodities under the pressure of huge world 
Weakness in industriai commodities has been more res 
and confined to a few items. Although business is im 
and the outlook is promising, periods of recurring 

in raw material prices or the absence of impressive 
only strengthen the reluctance of buyers to expand 
ments beyond their immediate needs. 
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Changes in Major Commodity Price Groups for the fortnight Ended July 15, 1939 




















oe ETS en i vou kweecn 1 up 0.4 Metals........  ptaapniee aio 93.3 no change 
eae 2 epee a 
Rs ao dik P46 90-00 c0S ss) Suen ps 67.1 up 0.2 Housefurnishings................... 87.0 no change 
SE ee eee 73.4 down 0.3 Miscellaneous.................-. : 73.3 down 0.3 
EER Te BM rng “a PRESENT POSITION AND OUTLOOK 
COTTON | Cotton. Export subsidy placed at 114 ¢ 
Price cents per pound, closing a pound. Trade skeptical over effectiveness 
DOIG is fate cos cae o6 bee | July 22 8.64 8.79 8.73 export efforts. Prices on the whole have b 
SOMMMNARE, 5 570 calor inincs oc sles: | July 22 8.54 8.62 8.82 fairly buoyant, although recent reports of m 
Spot..........eseeeeeereeeeee | July 22 9.44 9.69 8.64 improved growing conditions appear to ha 
(In bale 000's) brought in some selling. With the recent price 
Visible Supply, World........... | July 21 6,708 6,164 7,975 rise and indicated acreage, the conditions un 
Takings, World, wk. end.......... | July 21 252 351 256 which cotton loans would become mandatory 
Total Takings, season Aug. 1 to....| July 21 (w) (w) (w) this year's crop quite possible may not arise. 
Consumption) U: S36... 0.52 ne ss June 578 605 443 0h ii 
CN SS A July 21 23 20 54 Wheat. Domestic prices have shown only 
Total Exports, season Aug. 1 to....| July 21 3,301 3,277 5,643 feeble rallying power and during the last fortni 
Government Crop Est. (final). ..... 1938 11,943(ac) ...... 18,946(ac)| Liverpool prices slumped to the lowest level if 


Active Spindles (000's).......... June 21,788 21,975 21,142 347 years. World production of wheat (excl 








ing China and Russia) for the crop year en 





WHEAT June 30, last, according to the Department 
Price cents per bu. Chi. closing Agriculture, totaled 4,555,000,000 bushels, 
NE ie Sibi is a edewas de July 22 63% 66%, 7014| carryover was 1,217,000,000 bushels, more 
December................0+.- July 22 65 681g 721/| double the carryover a year ago. World disap 
Exports bu. (000's) since July 1 to.) July 15 4,848 3,077 5,375 pearance is about 3,970,000,000 bushels. 
Exports bu. (000's) wk. end....... | July 15 1,771 3,077 2,108 though the United States has withdrawn tem 
Visible Supply bu. (000's) as of...; July 15 110,726 91,661 63,092 arily from the export market, dumping by Argen: 
Gov't Crop Est. bu. (000's).......| July 1 716655 ~~... 930,801(ac)| tina and Canada appear to have been depressi 
factors in world markets. With the various features 
CORN | embodied in the Agricultural Act, margin 
Price cents per bu. Chi. closing tween world and domestic prices may widen. 
DNR So i Stein sc% tin ss] OINV ORS 39% 451% 59 UR RO os 
(ES LS TNR a ee ne July 22 419 46 58 Corn. Weakness in corn, as well as hogs 
Exports bu. (000's) since July 1 to.| July 15 84 62 6,778 lard, reflects an unfavorable statistical positi 
Visible Supply bu. (000's) as of...; July 15 25,738 28,226 19,995 arising from favorable crop prospects and a la 
Gov't Crop‘Est. bu. (000's).......) July 12,570,795 ......... 2,408,958(ac)| carryover. q 
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Latest Previous Year 


Date Wk. orMo. Wk. or Mo. Ago PRESENT POSITION AND OUTLOOK 











OPPER | Copper. Domestic deliveries in June totaled 
"Price cents per Ib. 53,573 tons, compared with the revised figure 
~ Domestic July 22 10,375 10.25 9,875 of 51,225 tons for May. Incidentally, the re- 

Dery ns nsnnqekines July 22 10.25 10.221 10.00 vision of the May figures added 5,264 tons to 
Refined Prod., Domestic (tons) June 61,719 68,536 32,465 domestic deliveries in that month. Coincident 

Refined Del., Domestic (tons) June 53,573 51,225 32,863 with an advance of ¥@ cent in prices, it was re- 

 Refiined Stocks, Domestic (tons). ..| June30 335,012 337,155 358,971 ported that June consumption of 57,878 tons 
© Refined Prod., World (tons) June 173,205 170,472 142,532 was the highest this year. Buying in the domestic 
© Refined Del., World (tons) June 30 180,433 172,296 145,393 market has quieted but the trade is anticipating a 
» Refined Stocks, World (tons) June 30 513,670 520,898 551,495 further sizable reduction in domestic stocks of 


refined copper over the next few months. 
7 s * 





Price cents per Ib., N. ¥ July 22 48.50 48.55 43.50 Tin. Substantial tonnages are reported to 
"Tin Plate, price $ per box July 22 5.00 5.00 5.35 have been sold by the Buffer Pool over the past 
World Visible Supplyf as of June30 30,055 30,866 29,061 fortnight. For the most part, however, the market 
"U.S. Deliveriest June 4,925 5,905 4,205 has cqntinued quiet, with prices holding within a 
U.S. Visible Supplyt as of June 30 4,388 3,387 4,247 narrow range. Domestic tin plate activity has 
- | risen to 65 per cent of capacity. 
* * -_ 





LEAD 

Price cents per Ib., N. ¥ July 22 4.85 4.85 4.90 Lead. Although demand has been of 
"U.S. Production (tons) May 30,866 33,873 27,909 more moderate proportions, prices have held firm. 
U.S. Shipments (tons) May 5,905 5,980 4,275 June statistics are expected to reveal a continued 
| Stocks (tons) U. S., | May 31 3,387 3,385 3,679 healthy condition. Deliveries were probably 
about 38,000 tons as compared with 40,000 in 
! Cc May. * * © 

| Price cents per Ib., St. Louis | July 22 4.50 4.50 4.75 
"U.S. Production (tons) | June 39,450 42,302 30,799 
U.S. Shipments (tons) | June 37,284 39,607 29,248 
| Stocks (tons) U. S., as of | June30 135,241 133,075 149,671 











Zine. Indications are that demand has re- 
cently been somewhat better than shown by ac- 
tual figures. The belief is taking hold that any 
price change from this point on will be on the up 
side and buyers apparently have shown a greater 


SILK | = 
| Price $ per Ib. Japan xx crack | July 22 2.10% 2.641 1.851) willingness to Place orders. x 


» Mill Dels. U. S. (bales), season to..| June 30 414,481 388,225 380,480 
Visible Stocks N. ¥.{bales)asof...| June30 19,209 24,201 44,457 








Silk. Official Japanese estimate of the cur- 
| rent cocoon crop indicates a total only slightly 
| below the actual crop last year, although 6 per 





YON (Yarn) 

| Price cents per Ib July 22 51.0 51.0 

Consumption June 32.9 25.9 
Stocks as of (a) | June 30 32.8 41.5 
. WOOL Wool. Wool textile activity, according to 
|p ou 1 1 official indices, recovered in May to approxi- 
| iipe cents per Ib. tops, N. Y... June 22 i 87” 83% mately the March level. Apparel wool consump- 
| HIDES | tion was up 30 per cent from the April level and 


' Price cents per Ib. No. 1 Packer...| July 22 12 111% 1114) 56 per cent of May iti a 

| Visi y oar) . mS 

; Reem hae dada wet — z . ae , ~ ’ “ee | Hides. A wave of buying activity has resulted 
aa ; y ; ‘ | in a substantial reduction in packers’ stocks. 


IR | | Packers’ inventories are probably down to 350,- 
Bese | | Cer Ries, <chnee-40 the eeneatiell anked D 
" Price cents per Ib July 22 16.70 16.57 15.80 | en ee oe ee ee re se 


9 ee ae 35 947 47.535 26.011 mand for leather has picked up some but prices 
Consumption, U.S.t.............| June 47,259 44,377 32,540 remain low. ve ee 

Stocks U. S. as of | 181,794 193,602 294,796 Rubber. June statistics were better than had 
Tire Production (000's) 4,418 4,211 2,663 been expected. Consumption of crude rubber 
Tire Shipments (000's) | 4,753 4,356 2,391 rose 6.5 per cent over May; exports were down 


} Tire Inventory (000's) as of | 9,919 9,998 9,521 more than 24 per cent; and stocks at the end of the 
. month were the lowest since August, 1937. 


4 COCOA Domestic interests expect that at the next meeting 
| Price cents per Ib. September 4.12 4.09 5.03 of the International Committee, export quotas 
| Arrivals (thousand bags) June 198 416 129 will be raised to 60 per cent of basic for the 
| Warehouse Stocks (thousand Ibs.)..| July 21 1,389 1,404 655 —_ quarter, as compared with 55 per cent now 

in effect. 

COFFEE i 

© Price cents per Ib. (c) July 22 7.25 7.25 1G Coffee. Recent strength in the Santos con- 

| Imports, season to June 30 © 13,878 12,624 12,365 tract reflects reports of crop damage caused by 


L U.S. Visible Supply (bags 000's)..| July 1 1,408 1,451 ’ recent rains. A modification of sacrifice quotas is 
being sought by Sao Paulo growers, permitting 


SUGAR | delivery of lower grades. 
| Price cents per Ib. ‘ 

Duty free delivered | July 22 9.88 : Sugar. Talk has again revived of a possible 
Refined (Immediate Shipment)...| July 22 4.30-4.40 : ; reduction in the U. S. duty on Cuban sugar. 
| U.S. Deliveries (000's)* | 1st 6 mos. 2,871(pl) Official confirmation is lacking, but reports have 


"U.S. Stocks (000's)* as of (RR). . June 30 apparently been sufficient to relieve nearby selling 
pressure on raws. 


cent above the estimate last year at this time. 

Substantial increase in consumption by Japan 

foreshadows a continued tight supply situation. 
= - * 
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* * 














| (a)—Million Pounds. (ac)—Actual. (pl)—Preliminary. (c)—Santos No. 4. N. Y. t—Long tons. *—Short tons. w—Withheld 
| Pending season-end adjustments. (RR)—Raw and refined. 
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Previous 





Year 































































Date Week Week Ago COMMENT 
| INTEREST RATES oa | 
Time Money (60-90 days)........ July 29 114% 1%4% 114% In three out of the past four weeks the Federal 
Prime Commercial Paper.......... July 22 1h% 1h% 4%o Reserve system open market account has failed 
RB NONE ooo bile eed os cnx ges | July 22 1% 1% 1% | to replace maturing Treasury bills, with the result 
Re-discount Rate, N. Y...........| July 22 1% 1% 1% | that there has been a net decline of $48,878 000 
as in the system's bill holdings. There is nothing to 
CREDIT (millions of $) | indicate, however, that a decisive shift in credit 
Bank Clearings (outside N. Y.)..... July 8 2,206 2,441 2,030 policy is contemplated. The action of the open 
Cumulative year's total to......... July 8 ro |) kee 60,631 account has been without effect so far as Govem. 
Bank Clearings, N. ¥...........-. July 8 3,362 2,607 2,666 ment bond market is concerned, the only apparent 
Cumulative year's total to......... July 8 BSG50 kk oncs 98,408 result having been to retard the rate of increase in 
F. R. Member Banks excess reserves. Excess reserves, had the system 
Loans and Investments.......... July12 22,023 22,000 20,468 account not permitted maturing ‘bills to run off, 
Commercial, Agr., Ind. Loans... July 12 3,887 3,872 3,885 would have been about $50,000,000 higher than 
ees eS Seo eee July 12 644 650 638 at the present time. Nevertheless, in the latest 
Invest. in U. S. Govts.......... July 12 8,493 8,485 7,730 week excess reserves rose $40,000,000, setting 
Invest. in Govt. Gtd. Securities.... July 12 2,153 2,150 1,505 another new peak and bringing the total increase 
Other Securities............... | July 12 3,246 3,223 3,002 for the past four weeks to $260,000,000. I, 
Demand Deposits.............. July 12 17,368 17,109 14,994 however, gold imports continue to decline the 
Time Deposits...............-. | July 12 5,224 5,229 5,209 effect of the open market policy upon exces 
New York City Member Banks | reserves may become more pronounced. In the 
Total Loans and Invest.......... July 19 8,092 8,140 7,537 latest week gold stocks increased only $17,000, 
Comm'l Ind. and Agr. Loans....| July 19 1,405 1,409 1,451 000, which with the exception of a single week in 
NSUNNG MIDBUS . 6 ccs :< 2 s0:5 24 oo 2 oe | July 19 472 496 486 January, was the smallest increase since August, 
Invest: 00 RODVIS 2.46.5 oe: | July 19 3,154 3,184 2,815 1938. 
Invest. in Gov't Gtd. Securities...| July 19 1,100 1,093 753 ge og 
Other Securities............... | July 19 1,106 1,105 1,059 
Demand Deposits . Pa fone ersteis all Oa 7,655 7,656 6,343 Loans and investments of New York City Mem 
Time Deposits................ July 19 632 630 644 ber Banks in the most recent week declined 
Federal Reserve Banks $48,000,000, of which a drop in_ investments 
Member Bank Reserve Balance...| July19 10,412 10,350 8,202 accounted for $22,000,000. Following a three 
Money in Circulation. ......... July 19 7,022 7,041 6,433 weeks rise in loans to industry, commerce and 
Cn) OS, Saeki ea eree July 19 16,191 16,174 12,989 agriculture totaling $37,000,000 this item de- 
Treasury Currency..............| July 19 2,890 2,885 2,717 clined $4,000,000 in the latest week. Holdings 
Treasury Cash...............-. July 19 2,530 2,552 2,321 of all direct Government securities were off 
Excess Reserves............... Juy 19 4,490 4,450 3,040 | $30,000,000 and for the first time in several weeks 
z= nena ids y | New York banks sold Treasury bonds, apparently 
ee nase ce ear taking profits on holdings acquired earlier in 
NEW FINANCING (millions of $) Month Month Ago | the year. Government guaranteed securities rose 
CORON SSS I ENR ery are ener June 282.0 182.5 301.1 | $7,000,000 and other securities were up $10, 
Oo a June 30.2 21.0 202.3 000,000. 
_Refunding.. See June 251.8 (161.5_ 98.8 i 4 
_THE MAGAZINE OF WALL STREET ‘COMMON STOCK — 
1939 Indexes 1939 om 
No. of No. of = 
Issues (1925 Close—100) High Low July 15 July 22 | Issues (1925 Close—100) High Low July 15 July 22 
316 COMBINED AVERAGE 73.1 50.7 58.9 63.1 || 316 COMBINED AVERAGE —s_- 73.1. 550.7 58.9 63.1 
5 Agricultural Implements... 119.4 81.4 95.6 99.4 | O Mail @ider... «25.60.65 90.5 69.2 86.5 90.5H 
6 Amusements............ A432 268 33.7 36.7. || 4 Meat Packing. . sw “OSES ~AR2 i463 45.6 
15 Automobile Accessories.. 92.3 55.2 70.9 77.4. || 14 Metals, (non- Ferrous)... Bates 173.6 122.0 135.8 143.6 
12 Automobiles............ 12.8 8.1 3 10.1 | 25) | EET ee eae Saree 13.5 15 8.2 9.8 
11 Aviation (1927 Cl—100). 182.7 128.2 144.2 158.3 QAUPEHOICUM ....60508-08 4.065 oss 100.9 76.6 79.4 82.3 
3 Baking (1926 Cl._—100)... 154 1241.5 13:5 14.3 18 Public Utilities........... 62.6 44.9 53.4 57.6 
3 Business Machines........ 183.9 118.0 132.4 144.5 4 Radio (1927 Cl._—1 et THO TH16 “826 13:3 
9 Ghemicals..........565.. 168:2 123:7 135:2 148.0 9 Railroad mene 61.6 33.7 40.2 45.5 
20 Construction............. a7.5 B77 385 35.0 22 Railroads. . scucars MOH AIO “251 13.4 
DMSONINIIRIS. . <a sais boc sass 242.6 165.0 192.2 201.1 SUS | a ee nae eae 7.9 oa 2.8 3.8 
9 Copper & Brass.......... 118.6 71.2 86.3 97.0 ! 2'Shipbuilding............. “82.7 45:1 57.2 63.4 
2 Dairy Products........... 31.6 23:6 30:7 31 6H | | Sa SiSleelrailion:... ...0.00.0«5 99.0 60.4 67.3 77.0 
8 Department Stores........ 23.9 16.5 20.9 i ees 20.1 13.3 16.1 15.6 
7 Drugs & Toilet Articles.... 53.5 40.4 44.9 47.7 SST) ener reece a 153.2 113.0 118.0 131.3 
2 Finance Companies....... 312.0 219.4 263.3 280.8 || 3 Telephone & Telegraph.... 52.7 40.3 47.8 50.6 
7 Food Brands...... 103.3 G01 91.7 T03.3R | 4 Tentiles................. 45.0 27.4 389 43.3 
3) food Stores. ...........: 47.3 33.3 46.2 47.3H | 4 Tires & Rubber........... 20.0 13.0 15.9 17.4 
4 Furniture & Floor Covering. 72.1 47.1 57.6 63.9 AM DUAECO nos; cne eke ious 86.5 76.2 85.3 86.5H 
3 Gold Mining............ 1301.2 1123.7 1194.3 1192.9 An Teich Ree renee ene Se 39.1 21:9 36.4 39.1h 
6 Investment Trusts......... 28:1 49:2 21:8 24.5 4 Variety Stores........... 244.4 189.3 237.9 244.4H 
4 Liquor (1932 Cl—100)... 193.1 143.0 151.8 161.0 20 Unclassified (1938 Cl.— 
“ere 129.0 83.3 98.0 106.0 eer 100.8 73.1 85.7 1-4 
h—New HIGH this year. H—New HIGH since 1937. R—New HIGH record since 1931. 
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Answers to Inquiries 





— 


(Continued from page 408) 


generally over recent months augurs 
well for sales volume of such truck 
manufacturers as Mack Trucks, 
Inc., since truck sales normally re- 
spond to improvement in automo- 
bile sales, although tending to fol- 
low rather than lead a_ recovery 
movement. In the first quarter of 
the current year, Mack Trucks, Inc., 
was able to considerably reduce its 
net loss over the year before, and 
indications point to a gradual im- 
provement in volume business and 
earnings over coming months. Thus, 
the year as a whole should compare 
most favorably with 1938 when a 
loss equal to $1.56 a share was re- 
corded, against $2.15 a share profit 

1937. The company has been 
actively engaged in the development 
of Diesel powered trucks and buses 
and this line gives promise of con- 
siderable future growth, particularly 
in the heavy duty truck and bus 
feld. Finances have been main- 
tained in excellent shape and at the 
close of last year, current assets of 
$27,005,338 contrasted with current 
liabilities of only $3,743,637. The 
company has no funded debt or pre- 
ferred stock outstanding, the entire 
capitalization consisting of 597,335 
shares of common. Thus, dividend 
payments should be resumed fairly 
promptly, following the anticipated 
improvement in the earnings pic- 
ture and we believe that the stock 
should work out well from a market 
standpoint over a reasonable period 
of time. 





Bullard Company 


Is Bullard Company in a position to make 
« better-than-average per share showing than 
tts competitors? I have read that estimates 
indicate as much as 65% of machine tools in 
government arsenals are obsolete; and that 
the potential demand from industry is nearly 
as great. Bought 150 shares of Bullard at 28 
and am anxious to learn my recouping possi- 


bilities —L. H., Fort Worth, Tex. 


The Bullard Company ranks as 
one of the foremost manufacturers 
of vertical turret lathes and auto- 
matic machine tools. The com- 
pany’s line includes some of the 
most efficient tools developed for 
use in the aircraft, automobile, rail- 
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road and railroad equipment indus- 
tries. With the benefit of a small 
capitalization, comprising 276,000 
shares of capital stock, the company 
has been able to make a _ better- 
per share showing 
units engaged in the 
manufacture of machinery and 
heavy capital goods. In 1938, the 
company reported a net loss of 
$22,171 as compared with a _ net 
profit of $879,118 or $3.19 per share 
a year earlier. The financial posi- 
tion at the close of 1938 was com- 
fortable. It is estimated that the 
percentage of obsolete machine tools 
in government arsenals is in excess 
of 65% and the percentage of obso- 
lescent and replacement needs in in- 


than-average 
among other 


dustrial equipment is nearly as 
great. High wage costs in many in- 
dustries have greatly increased the 


potential demand for labor-saving 
machinery, and this demand should 
make itself felt as general business 
improves. A recovery of former 
earning power is looked for this year, 
partly due to the foreign and do- 
mestic armament program. We 
recommend longer term retention of 
your 150 shares. 





A. G. Spalding & Bros. 


How will the new recapitalization plan re- 
cently voted affect stockholders in this com- 
pany? What is your appraisal of the new 
common and preferred shares? Has the dis- 
continuance of the retail departments in most 
of the branch stores been successful in at- 
taining more distribution and increased sales? 
Are profitable operations looked for this 
year?—E. R., Spokane, Wash. 


A. G. Spalding & Bros. ranks as 
the leading manufacturer of athletic 
goods and equipment with its prod- 


ucts. distributed throughout — the 
United States, England, Australia 
and other foreign countries. The 


company formerly operated more 
than 50 retail outlets but all but 10 
of these stores have been discon- 
tinued, while manufacturing is now 
concentrated in one factory in 
Chicopee, Mass. The company ob- 
tains distribution through forty dis- 
trict and wholesale branches. A re- 
capitalization plan recently was ap- 
proved whereby a new company, A. 
G. Spalding & Bros., Inc., of Dela- 
ware, has absorbed the former New 
Jersey corporation. Under the plan, 
preferred shareholders have been of- 
fered new securities, but the common 
stock has remained intact, junior 
shareholders being offered an ex- 
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are best determined by men trained in fin- 

ancial research. Send in a list of your 

securities for our up-to-date analysis. 
Write Dept. MG6 


(isnoim & (HAPMAN 


Established 1907 
Members New York Stock Exchange 








52 Broadway New York 








COLUMBIA 
GAS & ELECTRIC 
CORPORATION 


The Board of Directors has 
declared thie’ day the following dividends: 


Cumulative 6% Preferred Stock, Series A 
No. 51, quarterly, $1.50 per share 





Cumulative Preferred Stock, 5% Series 
No. 41, quarterly, $1.25 per share 
5% Cumulative Preference Stock 
No, 30, quarterly, $1.25 per share 

payable on August 15, 1939, to holders of 

record at close of business July 25, 1939. 

How anp H. PE t, Jr. 


July 12, 1939 Secretary 














CONTINENTALCANCOMPANY., Inc. 
The third quarter Interim divi- 
dend of fifty cents (50¢) per 
share on the common stock of 
this Company has been declared 
payable August 15, 1939, to stock- 
holders of record at the close of 

business July . 1939. Books will not close. 
J. JEFFRESS, JR., Treasurer. 





change share for share, of new com- 
mon stock of $1 par value. In the 
first six months of the current fiscal 
year, the company netted $77,979 
compared with a loss of $416,121 in 
the six months ended April 30, 1938. 
The outlook for the remainder of 
the current fiscal year is relatively 
favorable, and, full year operations 
should be well in the black. How- 
ever, we consider the preferred and 
common shares highly speculative, 
suitable for retention on that basis, 
provided you are willing to assume 
a reasonable degree of risk. 





American Chain & Cable Co. 


Will you please let me have your appraisal 
of 150 shares of American Chain & Cable 
common bought at 23? I would like to know 
its future market appreciation possibilities in 
view of generally depressed business activity 
and whether you advise holding or selling. 
Is the 15-cent quarterly dividend likely to be 
maintained?—O. T., Chicago, Il. 

The American Chain & Cable Co. 
is the world’s leading producer of 
chains, its products ranging from 
tire chains to large anchor and spe- 
cialized industrial chains of every 
description. The company also 
manufactures automobile . acces- 
sories, including such items as 
bumpers, jacks, hoists, upholstery 
springs, while wire nails and ma- 
chine shop equipment give further 
diversification. Important patents 
are controlled, which are leased to 
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other manufacturers. In the full 
year 1938, the American Chain & 
Cable Co. operated at a net profit 
of $841,169, equivalent, after divi- 
dend requirements on 57,384 shares 
of 5% cumulative convertible pre- 
ferred stock, to 56 cents per com- 
mon share. This compared with 
earnings of $3,042,075, or $2.79 per 
share on the junior equity in 1937. 
The financial condition of the com- 
pany is satisfactory and no new cap- 
ital is required. The 15-cent quarter- 
ly dividend rate appears reasonably 
well secured. A sharp pick-up in 
earnings is looked for in the full year 
1937, depending, of course, on the 
rate of general industrial activity 
during the second half year. We 
regard the common stock as an in- 
teresting speculation and believe it 
has attractive price appreciation 
possibilities. We recommend con- 
tinued retention. 





Foster Wheeler Corp. 


Is Foster Wheeler continuing to operate in 
the black this year? Are materially-increased 
earnings in prospect reflecting large orders 
from the extensive maritime and Navy con- 
struction program? What is the outlook for 
business from the oil refining and public util- 
ity imdustries? I have 100 common shares 
bought at 29 and would appreciate your ad- 
vice. Has any action been taken to clear up 
preferred dividend accumulations?—T. F., 
New York, N.Y. 

The Foster Wheeler Corp. spe- 
cializes in the production of boiler 
room and oil refining equipment. 
The company is one of the two 
leading designers and manufacturers 
of marine boilers and normally 
about 50% of its gross sales are real- 
ized from steam plant equipment. 
with the remainder from oil refining 
equipment and tubing. The com- 
pany maintains foreign plants in 
Canada, England, and France, this 
business making up a_ substantial 
portion of the company’s activities. 
In the full year 1938, the company 
earned $162,447, or 17 cents per 
common share, as against a loss of 
$101,499 in 1937. The second quar- 
ter of the current year started slow- 
ly with little new business booked. 
but there was a pick-up in inquiries 
for new equipment in June. It is 
likely that operations for the first 
six months of the year were slightly 
in the black. The company is in a 
position to benefit from the large 
maritime and Navy construction 
program upon which the United 
States has embarked. Orders from 
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the oil industry held up well dur- 
ing the first six months of 1939 and 
there has been an increase in in- 
quiries from the utility dustry of 
late. No action has been taken to 
clear up arrears on the preferred 
stock, and this will have to await a 
much higher level of operations. 
While speculative, we recommend 
retention of Foster Wheeler as one 
of the more attractive heavy indus- 
tries stocks for the longer term. 





General Mills 





(Continued from page 403) 


maintaining uniform quality stand- 
ards. Nor does research end with 
the emergence of the finished flour 
for samples must then go to the ex- 
perimental kitchens and bakeries. 

But if General Mills’ operations 
are characterized by the research 
that goes into them, the dollar and 
cents results are even more strongly 
characterized by their stability. As- 
suming, as seems likely, that earn- 
ings for the fiscal year just ended 
rose sharply above the $4.17 per 
common share reported for the pre- 
ceeding year, net available for the 
equity stock over the past eleven 
years has ranged between a_ high 
better than $7 in 1939 and a low of 
#3.40 in 1936. The 665,054 common 
shares are preceded by 223,057 shares 
of 6% $100 par preferred which, 
since there is no funded debt out- 
standing, represent the senior capital 
claim to earnings. Dividend cover- 
age on the preferred issue, which has 
never been less than 2.7 times, com- 
mands a market price several points 
above the call price of 115. But it 
is undoubtedly the call feature that 
accounts for a yield of almost 5% 
at recent market levels for the pre- 
ferred around 122, as compared with 
less than 4% for the common sell- 
ing at about 92. 

Though the latest available bal- 
ance sheet is that of May 31, 1938, 
present financial position probably 
shows little change from that of a 
year ago when current liabilities of 
$4,149,496 were amply covered by 
current assets of $35,382,996 includ- 
ing $11,989,023 in cash. There were 
no bank loans outstanding though 
each year, when the bulk of the 
wheat harvest comes to market, it is 
the company’s custom to borrow 
considerable short term funds for 


the financing of inventory purchases, 
Over 43% of the original cost of 
fixed property has been charged of 
to depreciation and the company’s 
policy as to capitalization of ex. 
penditures is generally conservative, 
many items that might well be cap. 
italized being charged to current op. 
erations. Intangibles are carried 
at $1. 

Talk of reenactment of processing 
taxes still persists though it carries 
little weight in informed quarters: 
moreover, this impost, when in effect 
under the former AAA, proved no 
particular burden to the company 
since it was readily passed along to 
flour purchasers. All things consid. 
ered, operating results will probably 
continue for the present at close to 
the levels of the past decade and, 
considering their stability, comfort- 
ably in excess of dividends. Longer 
range growth possibilities depend 
upon further development of the 
packaged foods lines (construction 
will shortly get under way on a new 
$2,000,000 cereal plant at Buffalo) 
and indications that the downtrend 
in per capita flour consumption has 
about run its course. Meanwhile, 
preferred and common stockholders 
should enjoy a stable and reasonably 
well assured income. 





The Stockholder's Guide 





(Continued from page 401) 


whose securities are already listed or 
fairly actively traded over - the- 
counter and which can show in its 
recent past some signs of what its 
future may be. 

The many industries opened up 
by the scientific and industrial de- 
velopments of the last decade are the 
most obvious hunting grounds for 
the dynamic growth of the next 
decade. Before very long we shall 
have outgrown the habit of using 
1929 as a measuring stick, except for 
the standard companies and indus- 
tries still trying to duplicate those 
records. A whole crop of newer is 
sues will be added to the market 
favorites of today, and _ still the 
search for the next generation of 
growth will go on. Stockholders 
who can keep the process always ! 
the forefront of their market deci 
sions will be following the most di- 
rect path to investment success. 
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9314 Points Profit in One Week! 











Our Weekly Edition 
Weekly of 8 pages is mailed 
Bulletin every Tuesday. It car- 


ries continuing recom- 
mendations of all of our open commitments 
—Unusual Opportunities, Trading Advices 
and Bargain Indicator, Investment Securi- 
ties for Income and Price Appreciation, 
also Speculative Securities for Price Appre- 
ciation. It contains forecasts of the Short 
Term and Major Trends of the Market with 
accompanying graphs ... also a chart of 
Bond Prices . . . The Outlook for Busi- 
ness . . . Position of Commodities .. . 
and Washington Developments. 


The INVESTMENT ont 


BUSINESS FORECAST 


s Wire service is avail- 
Telegraphic able on our three ac- 
Service tive market programs 


—Unusual Opportuni- 
ties, Trading Advices and Bargain Indicator. 
Clients throughout the country, therefore, 
can act on our recommendations within a 
few minutes after they are selected. There 
Is no extra charge except actual cost of 
telegrams which are transmitted in our 
Private Code for secrecy and economy. 
Every telegram is confirmed by a Weekly 
or Special Edition mailed the same day. 
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Free Air Mail Service 


O Check here if you wish Air 

Mail and it will expedite delivery 

of our weekly and special bulle- 

tin, This service is provided 

FREE in such cases in United 
States and Canada. 


We serve only in an advisory 
capacity, handle no funds or se- 
curities and have no financial in- 
lerest in any issue or brokerage 
house. Our sole objective is the 
growth of your capital and in- 
‘ome through counsel to mini- 
mize losses and secure profits. 
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90 BROAD STREET 


I enclose 
tion to The Investment and Business Forecast with service starting at once but dating from 
Labor Day, September 4, 1939. 
receive the complete service by mail. 


i] 
Send me collect telegrams on all recommendations checked below. (Wires will be transmitted in 
our Private Code after our Code Book has had time to reach you.) ] 
Low-priced Common Stocks for Market Appreciation. Two or three | 
O oie ataees wires a month. Maximum of five stocks carried. $1,000 capital I 
S sufficient to buy 10 shares of all advices, on outright basis. 
Active Common Stocks for Short Term Profit. Two or three wires I 
O pe ey a month. Maximum of five stocks earried. $2,000 capital suffi- j 
A Cc cient to buy 10 shares of all recommendations, on outright basis. , 
Dividend-paying Common Stocks for Profit and Income. One or 
O bar aye nt two wires a month. Maximum of five stocks carried. $2,000 ] 
I ATOR capital sufficient to buy 10 shares of all advices, on outright basis. 
RI a5 6 eal aED aeRO ae OG a va Dek Garces wen Capita Ge: TRIE 6 6 5s so eck eisai es | 
EMRE 56a ai 05 oS Ke Ae OT RR ae Rare be eral arte Eee ok eRe Ra aaa Reta ae eee | 
RN cg tio SEE Ne eee A Oe Oe Oe Ge aad @ETOaAL a a areal MS Sa. Gee he Meee ewen 7-29 1 
Continuous Consultation Service. List Your Securities Now for Our Analysis. 


This profit is already available on the 8 stocks recommended Wed- 
nesday, July 12th, in our three short-term programs . . . Unusual 
Opportunities, Trading Advices and Bargain Indicator. 


With these additional advices, FORECAST subscribers were 100% 
committed . . . prepared to profit fully from the recent market 
upsurge. Of course, we shall advise definitely when to accept 
profits and what stocks to buy on recessions . . . or whether to 
hold reserve buying power. in anticipation of a drastic shakeout. 


The above is another illustration of how our tested barometers are 
being used to gauge important market turning points . . . the 
extent and duration of intermediate movements. On request, we 
shall be glad to send you a presentation showing what our new 
Primary Trend Indicator alone would have accomplished in the 
intricate markets of 1938 and 1939 to date . . . 64!/5 points gain 
in four upmoves, while the market advanced only 6 points net. 








Profit Through New Opportunities 
... With Forecast Service 


Through its specialized programs rendered according to your capital and 
objectives, THE FORECAST provides the service you need in today's volatile 
markets. 
privileges . . 
and equity. 


Its definite and continuous advices .. . its extensive consultation 


. can help you materially in your efforts to build up your capital 


We would like to counsel you in taking advantage of the recurring phases of 
this broad upswing. You know from past experience what quick and substan- 
tial profits can be made during such a period . . . profits of 5 to 15 points 
and more in selected stocks. 


Enroll with THE FORECAST... today! Only 15 points profit on even 10 share 
commitments will more than cover your subscription for a full year and you 
may readily secure this result from our first advices to you. 





FREE SERVICE TO LABOR DAY 


please iach ts 











THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street 
Cable Address: Tickerpub NEW YORK, N. Y. 


$75 to cover a six months’ test subscription; [] $125 to cover a full year’s subscrip- 


I understand that regardless of the telegrams I select, I will 
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Industries with Best Profit 
Outlook 





(Continued from page 377) 


Rubber, which last year shot up 
from little more than 1214 cents in 
June to 17 cents in October, react- 
ing thereafter to 1554 in April, 
1939, is now just short of the 1614- 
cent level. Consumption by domes- 
tic manufacturers in June of this 
year was up 45.2% from the same 
month of 1938, reducing stocks in 
this country to the lowest levels 
since April, 1937. With world stocks 
also down substantially, rubber is 
in an undeniably strong statistical 
position. Given a 60% export quota 
next quarter (present quarter’s fig- 
ure is 55% and the concensus of 
trade opinion is that the foreign 
cartel will boost it only 5 points) 
and a rate of domestic replacement 
tire sales the rest of the summer in 
line with that reported for early 
July, moderately higher rubber 
prices in the next few months are 
not unlikely. Earnings outlook for 
the industry is accordingly favor- 
able, given a maintained tire price 
structure. 

In the food commodity groups, 
prospects are mixed. Sugar pro- 
ducers are benefitting from the high- 
est world prices in more than eight 
years as a result of growing con- 
viction in trade circles that inter- 
national quotas for the period be- 
ginning September 1 will be strictly 
limited to demand. Cottonseed and 
vegetable oil processors, on the 
other hand, are suffering from price 
depressions of their products in con- 
sequence of lower corn prices over 
the past year or so and, as a result, 
a larger hog population and lower 
prices for lard, a keenly competitive 
shortening product. It’s an ill wind 
that blows no one good, though, 
and lower corn prices have greatly 
aided the corn refiners as have lower 
wheat and flour prices the baking 
companies. 

In other directions, the price sit- 
uation is either favorable or neu- 
tral. The automobile companies, of 
course, will add several dollars per 
unit to profit margins on 1940 
models as a result of concessions ob- 
tained on steel. Stability marks the 
price structure for electrical and 
business equipment, and in chem- 
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icals, although there has been some 
shading of list quotations in recent 
weeks, generally satisfactory levels 
are being maintained. Retail mer- 
chandisers for the most part enjoy 
profitable cost-selling price _ rela- 
tionships, and aircraft manufac- 
turers, under prevailing Government 
procurement rules and, more espe- 
cially, on foreign business, are ob- 
taining good margins. The situa- 
tion is similar for the principal 
machine tool makers. 





Signals to Watch in the 
Bond Market 





(Continued from page 387) 


bonds. And last, but not least, the 
possibility of another war scare can- 
not be disregarded. 

All of which. however, will leave 
no lasting impression on the bond 
market. The basic indications all 
point to high bond prices for an in- 
definite period of time. The out- 
break of a major European war 
might do incalculable damage to the 
bond market, but this contingency 
alone is the only one which may be 
near. All bull markets must have an 
end, but the end of the present one 
in bonds is not in sight. Prices may 
“top out” at or near the present 
levels but none of the essentials of a 
real bear market is apparent. 





Happening in Washington 
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(Continued from page 375) 


not discussed at hearings, and their 
enactment next session is doubtful. 
They would change business struc- 
ture and practices in many indus- 
tries, particularly those on compul- 
sory patent licensing and prevention 
of mergers. The plan for civil penal- 
ties for corporation officers is so 
drastic that every executive would 
be in jeopardy in passing on any 
business policy. 


Farm research program launched 
by Department of Agriculture on 
huge scale promises eventually to 
produce many new industries based 
on industrial uses for farm products, 
but results will be slow and there 
will be pressure to have the Gov- 
ernment run the new industries. 
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Growing Profits for Penney 
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zation is simple, consisting only of 
2,543,984 shares of no-par common 
stock, preferred stock formerly out- 
standing to an amount of 199,215 
shares having been fully retired by 
the end of 1934. The company has 
no funded debt. 

Such, in brief, is the story of Pen- 
ney’s growth and development and 
the position it has come to occupy 
today. Turning to the question of 
future possibilities, it should be 
noted that the initial phase in the 
company’s development — its _pe- 
riod of mushroom growth—came to 
an end several years ago. More re- 
cently, expansion has been selective 
rather than extensive. That, of 
course, is no indication that the 
company has ceased growing—in- 
deed, practically every sign is to the 
contrary. Moreover, a more grad- 
ual rate of expansion is proving defi- 
nitely beneficial earningswise for it 
has always been Penney’s policy to 
charge to current operations the ex- 
penses involved in opening new 
units. 

But, as noted earlier, the com- 
pany’s stock offers more than long 
‘ange growth possibilities and_ has 
much to recommend it to those in- 
terested in well maintained earnings 
and dividends through both good 
times and bad. For the staple na- 
ture of the goods it sells is not the 
only explanation of Penney’s high 
degree of resistance to depression in- 
fluences. For one thing, its business 
is done on a strictly cash basis thus 
eliminating bad debts and collection 
risks. For another, the absence of 
any fixed capital charges and the 
flexibility of a considerable portion 
of ordinary operating expenses al- 
low substantial and fairly prompt 
cost adjustments during periods of 
general business recession. Finally, 
with most of its stores located in 
small cities, Penney faces little im 
the way of competition from other 
chains. 

All factors considered, the com- 
pany’s shares, currently _ selling 
around 93 to yield 4.6% on the 
basis of last year’s dividend pay- 
ments which will probably be ex 
ceeded this year, do not appear ovel- 
valued for income and moderate ap- 
preciation. 
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What's the Answer? 








(Continued from page 380) 


Roosevelt budget will be brought 
anywhere near approximating a 
genuine balance. 

Our primary task is to put idle 
nen, idle money and idle brains to 
york. The New Deal philosophy 
swinging more and more to the 
view that private capitalism is no 
inger capable of doing this job— 
and that Government money and 
Government brains will have to do 
it, We see no convincing evidence 
that a majority of our people accept 
this defeatist conception. On the 
contrary our people are increasingly 


impatient with the inadequate de- 


sree of recovery we have had under 
political management. They don’t 
want Fascism or Communism or 
Collectivism. They want a private 
business recovery. Unless all past 
political history is meaningless, they 
vill say so in no uncertain fashion 
when the next election comes around. 
The inevitable outcome, in the 
witer’s opinion, will be either re- 


‘onstruction of the New Deal under 


new executive management or a ter- 
fic reaction to political and eco- 
nomic conservatism. From the pres- 
ent somewhat limited perspective, 
the former seems more likely than 
the latter—whether the new New 
Deal bears a Republican or Demo- 
cratic label. 





Present and Future Leaders 
in Containers 





(Continued from page 389) 


the principal vegetable packs were 
much larger than the market could 
readily absorb and packers entered 
the current year with large stocks 
om hand. Concerted sales efforts 
and lower prices have enabled pack- 
ts to speed up the movement of 
tocks into consumption, but Gov- 
‘tment surveys indicate that such 
‘tops as tomatoes, peas, corn and 
string beans will be reduced from 13 
to 30 per cent this year. This pre- 
“ges a relative decline in the sale 


cof packers cans, which however, will 


be partially offset by some increase 
in the pack of fruit juices, fish and 
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baked beans. Sales of beer and 
general line cans may gain from 5 
to 10 per cent, with the outlook as 
a whole indicating that total sales 
of all cans this year will be at least 
on a par with 1938, and may pos- 
sibly be moderately higher. 

With only about 2,540,000,000 
glass containers used for food pack- 
ing and canning as compared with 
about 11,400,000,000 cans (1937 fig- 
ures) the average annual production 
of all glass containers is only about 
half that of tin cans. Moreover, de- 
mand for glass containers, minus the 
sustaining factor of food packs, is 
much more sensitive to year-to-year 
variations in general business activ- 
ity. Demand for glass containers 
emanating from sources outside of 
the food industry comprises more 
than two-thirds of the total annual 
sales. About a third is used for 
merchandising drugs, cosmetics, me- 
dicinal and toilet preparations, while 
the balance is contributed by bottles 
for beer, liquors and other varieties 
of beverages. 

Since the legalization of beer and 
other malt beverages, manufacturers 
of glass and tin containers have been 
waging a spectacular competitive 
battle. The merchandising of beer 
in cans was an entirely new idea, 
which the can makers put across by 
a well-timed and skillful campaign. 
As a result the glass industry lost 
almost half of its potential market. 
In 1937, the Department of Com- 
merce reported a production of 629,- 
060,000 beer cans and 673,000,000 
beer bottles. To meet the competi- 
tion of tin cans, glass makers de- 
vised new types of non-returnable 
bottles and one large bottle manu- 
facturer began the production of tin 
cans. 

What the glass industry has lost 
to tin containers, however, has been 
more than offset by the marked 
progress which has been made in the 
development of glass for industrial 
and tableware purposes. The feel- 
ing in the industry that the possibil- 
ities in these fields have been only 
barely explored appears to have 
considerable basis in fact and to that 
extent it may be said that the glass 
manufacturers are favored by a more 
dynamic growth factor than either 
of the other divisions of the container 
industry. 

Owens-Illinois Glass Co., is rated 
the largest manufacturer of glass 
bottles and the company is promi- 


nently identified with most of the 
successful new applications of glass 
in industrial use. Products also em- 
brace tin containers and novelties 
and a line of plastic closures. The 
company’s operations, although sub- 
ject to considerable fluctuation, have 
been consistently profitable and divi- 
dends have been paid without inter- 
ruption since 1907. Hazel-Atlas is 
the second largest manufacturer of 
glass containers with sales about 
evenly divided between containers 
for food products and industrial uses. 
The company’s line comprises some 


1,500 items. Earnings have been 
sizable and have shown unusual 
stability. Thatcher Manufacturing 


is the largest domestic manufacturer 
of milk bottles and although the 
company is meeting increasing com- 
petition from paper and fibre con- 
tainers, its established position is 
unlikely to be seriously jeopardized 
in the near future. 

Paperboard is the largest single 
item in the domestic paper industry, 
accounting for about 40 per cent of 
total output, with 80 per cent of all 
paperboard going into the manufac- 
ture of boxes, containers, shipping 
containers and many miscellaneous 
uses. There is hardly a manufactur- 
ing industry which does not use pa- 
per shipping containers, to say noth- 
ing of the myriad of manufacturers 
whose products are marketed in some 
form of paper box or carton. Paper 
has all but supplanted wood in the 
manufacture of shipping cases and 
containers, having the advantage of 
lighter weight and lower cost. The 
rapid growth of the industry in re- 
cent years has attracted consider- 
able new production, particularly in 
the South, and as a consequence, 
manufacturers have experienced dif- 
ficulty in maintaining a profitable 
price structure at times when busi- 
ness slumps threatened to curtail vol- 
ume. Demand, however, is growing 
steadily and once it has reached suf- 
ficient proportions to absorb produc- 
tive capacity a greater measure of 
price stability can be expected. 

Because consumer goods indus- 
tries are the largest users of paper 
containers, volume sales although 
sensitive to variations in the trend 
of general business, hold at a fairly 
high level even under unfavorable 
conditions. Price factors have been 
chiefly responsible for the sharp fluc- 
tuations in the earnings of leading 
makers of paper containers. 
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Sutherland Paper is the single ex- 
ception to the latter generalization. 
The company specializes in the man- 
ufacture of paraffined cartons and 
other specialty products most of 
which are under little or no price 
pressure. Container Corp. is the 
largest manufacturer of shipping 
cartons and under reasonably favor- 
able conditions has been able to real- 
ize sizable profits. 





Paramount in a New Phase 
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consolidated subsidiaries, the first 
quarter of 1939 resulted in a profit of 
13 cents a share on the common 
stock after allowing for preferred 
dividends, as.compared with a loss of 
11 cents a share on the same basis a 
year earlier. The second quarter 
continued the improvement and al- 
though the summer months are not 
expected to provide any large gains 
Paramount will enter the fall season 
with chances all in favor of widen- 
ing the increase over last year’s final 
earnings figures. The trend is once 
more working on the side of the ex- 
hibiting division and the producing 
and distributing end has apparently 
gotten out of the habit of handicap- 
ping combined results. Helped by 
lower interest charges, a better con- 
trol over costs, and steady but mod- 
erate growth of gross revenues, the 
company is in the midst of a new 
uptrend likely to be cut short only 
by a change in underlying business 
conditions. 

Favorable conditions for the in- 
dustry can be seen in the continued 
support being lent eonsumer pur- 
chasing power. From this trend 
Paramount has more to gain than 
any of its competitors—and con- 
versely a great deal to lose from a 
reversal of any duration. The in- 
volved type of leverage discussed 
earlier makes the common stock an 
unusually interesting speculation at 
current levels around 10. Two years 
ago the stock ran to almost triple 
that height, and since then consid- 
erable definite progress in the com- 
panys’ affairs can be discerned. No 
one is likely to buy the stock as 
a steady income producer, yet an- 
other dividend before the vear ends 
is quite within the probabilities, and 
provided market and business trends 
give the issue any impetus it will 
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have another opportunity to demon- 
strate its rallying power. 





Stocks Selected for Profit in 
Next Market Upswing 
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will widen the rate of gain shown in 
the first half. The statistical position 
ot the copper industry has undergone 
considerable improvement, accom- 
panied by higher prices both for for- 
cign and domestic copper deliveries. 
The month of June witnessed large- 
scale copper purchases by domestic 
fabricators and several sizable export 
orders were also placed with domestic 
producers. From all reports, how- 
ever inventories both in the hands of 
fabricators and consumers, have been 
reduced virtually to the point of a 
practical minimum, a_ condition 
which would seem to presage a very 
sizable buying move with any fur- 
ther recovery in general business. 

In addition to the outstanding 
capital stock, Phelps Dodge has a 
funded debt of $19,903,100 314% 
debentures, convertible into the 
common stock at $50 a share. At 
the end of last year the company’s 
financial position was good, current 
assets, including more than $30,- 
(00,000 cash and marketable securi- 
ties, amounting to $53,337,453. while 
current liabilities were less than 
$9,450,000. 

Thus far in the current vear the 
company has paid two dividends of 
25 cents each and the probabilities 
are that total dividends will aggre- 
gate at least $1 a share. Quoted 
around 40, the issue invites favor- 
zble speculative consideration for 
longer term price appreciation. 


F. E. Myers & Bro. Co. 


1939 Price Range Recent 
High Low Price Dividend 
51 45 47 $3 


F. E. Myers & Bro. Co. is engaged 
in the manufacture of an extensive 
line of light farm products. including 
pumps of various sizes, power spray- 
ers, water systems, tools, door hang- 
ers, etc. A small portion of the com- 
pany’s products enter into indus- 
trial use, and all of them are mar- 
keted throughout the world. The 
farm equipment industry is one 
which, in the past, has shown itself 


to be particularly sensitive, | 
the standpoint of sales volum 
earnings, to the rise and fall in 
cultural purchasing power, © 
though this tends to introduce q| 
tor of instability into the earning 
farm equipment manufacty 
Myers & Bro. have shown profit 
operations in each year sinee 
company was incorporated in } 
In 1932 the company reported. 
income of $197,116, or the equ 
lent of 54 cents per share. Ing 
of the following years, howg 
profits steadily recovered and 
1937, net of $1,063,195 was equi 
lent to $5.32 a share, only ba 
short of the peak level reached 
1929 when earnings were eq 
$5.58 a share. In the fiscal pe 
ended October 31, 1938, the @ 
pany reported net income of $§ 
308, equal to $4.11 a share. Altho 
earnings were lower last year, refi 
ing the slump both in farm and 
dustrial purchasing power, the sh 
ing much better than the aver 
for the farm. equipment industry) 
a whole. In the quarter ended J 
ary 31, last, profits were equivale 
to 88 cents per share for the oo] 
mon stock, in comparison with $f 
per share in the January quarter 
1938. From all indications, howey 
results in subsequent months sh¢ 
show substantial improvement. Fa 
income is currently running al 
of last vear, but due to the nom 
lag before rising farm pureh 
power becomes an effective factor 
sales of farm equipment, evidene 
improved prospects were not appl 
cent in first quarter operations. 7 

Capitalization of the company 
modest, consisting solely of 200% 
shares of common stock. Finan 
position is comfortable, with eum 
assets at the end of last Octo 
amounting to $3,175,000, while @ 
items alone of some $1,500,000 We 
substantially in excess of total] 
bilities amounting to about $273) 
Last year dividends totaling % 
per share were paid, while disbum 
ments this year have been att 
rate of 75 cents quarterly. 

The company’s shares have if 
within a narrow price range 
year, but with prospects improvil 
there appears to be an excellent pf 
sibility that commitments made 
recent levels around 47 will pm 
a profitable venture over a reas 
able period of time. In the mé 
time, the shares afford a substalll 
yield of better than 6%. 
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